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6 DOCKET NOS. 09-414/09-276T

7

8 INTRODUCTION

9 1. Q: Please state your name and position.
10 A: My name is Anthony J. Kamerick. I am the Senior Vice President and
11 Chief Financial Officer of Pepco Holdings, Inc. (PHI) and Delmarva Power &
12 Light Company (Delmarva or Company). A statement of my educational and
13 occupational history is appended to my Direct Testimony in this proceeding.

. 14 2. O: What is the purpose of your rebuttal testimony?

15 A: In this rebuttal testimony, I will respond to the direct testimony of
16 witnesses Antonuk and Vickroy of Liberty Consulting (Liberty Witnesses) on the
17 issue of “ring fencing.” The testimony of Company Witness Steven Fetter also
18 responds to the direct testimony of the Liberty Witnesses. Witnesses Antonuk
19 and Vickroy have recommended that the Delaware Public Service Commission
20 (PSC or the Commission) adopt burdensome and expensive regulatory provisions
21 that would impede the Company’s flexibility in managing its finances while
22 raising costs to customers. Through my testimony I will show that:
23 e The Company has consistently and appropriately managed its finances
24 through conservative measures;
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e Because the Company has traditionally practiced appropriate financial
management, it was able to withstand the economic crisis of 2008,
emerging from the crisis maintaining its Investment-Grade rating from
leading rating agencies;

e The ring fencing measures recommended by the Liberty Witnesses are
unnecessary, because the Company has consistently practiced appropriate
and careful financial management and financial separation of its utility and
non-utility affiliates, and there is no evidence that it will fail to continue to
do so; |

o The very real costs of ring fencing, as well as the lack of financial
flexibility that will result from the Liberty Witness® proposals, far
outweigh the speculative potential benefits that Liberty Witnesses
Antonuk.and Vickroy attribute to their ring fencing measures; and

e The Company’s careful financial management effectively has resulted in
Delmarva being financially “ring fenced” without the additional
burdensome and expensive regulatory provisions urged by the Liberty
Witnesses.

3. Q: Please summarize vour assessment of the Liberty Witness’ ring fencing

testimony.

A: Liberty Witnesses Antonuk and Vickroy claim that certain ring fencing
measures are needed to ensure that PHI’s utility subsidiaries remain financially
separate from its non-utility subsidiaries, in order to insulate the utilities from risks

associated with non-utility businesses. 1 do not agree. PHI has consistently and
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1 voluntarily practiced conservative financial management, which effectively ring
. 2 fences and financially separates its utility subsidiaries from non-utility affiliates, and
3 minimizes risk to utilities and their customers. In fact, many of the recommendations
4 posited by the Liberty Witnesses consist of actions already undertaken by PHI and
5 Delmarva to effect financial separation between utilities and non-utilities without the
6 added expense that would be ngcessitated by the Liberty Witness’ proposal.
7 | Further, PHI’s actions both before and during the 2008 nationwide
8 financial crisis were appropriate, and shielded PHI’s utilities from serious economic
9 risk, while ensuring that they preserved sufficient capital to provide reliable service to
10 their customers. PHI has consistently acted reasonably to ensure that utility
11 customers do not bear the risks that may arise from the operation of its non-utility
12 subsidiaries, and the Liberty Witnesses have offered no evidence that casts doubt on
. 13 | the likelihood that PHI management will continue to act responsibly. Indeed, the
14 Investment-Grade ratings of PHI and the stronger Investment-Grade ratings of PHI’s
15 utility subsidiaries, inc’luding_ Delmarva, demonstrate that the credit rating agencies
16 still believe in the continued careful and appropriate financial management of both
17 PHI and Delmarva.
18 4. Q: Does PHI’s financial structure constitute a risk to its utility subsidiaries
19 such as Delmarva?
20 A: No. Witnesses Antonuk and Vickroy claim that PHI’s financial structure
21 and “lack of financial insulation” pose risks to utility subsidiaries like Delmarva.
22 However, as I will show, these witnesses do not take into account either the
23 substantial financial insulation that PHI incorporatés in its day-to-day financial

3
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management, or the fact that Delmarva already performs several of the financial
separating activities recommended by the Liberty Witnesses in their testimony. For
example, Delmarva maintains its own separate books and accounting records, and
files as a separate registrant with the SEC. Delmarva maintains its own bank
accounts and conducts separate cash transactions. Under its mortgage indenture,
Delmarva is not permitted to pledge assets to another affiliate, and PHI’s Regulatory
Code of Conduct and Cost Accounting Manual, both of which are approved by the
Commission, prohibit Delmarva from engaging in cross-subsidization with affiliates.
Because of PHI’s conservative and appropriate management of its utility subsidiaries’
finances, they were in strong financial condition .and well positioned to manage
through the 2008 economic crisis, and emerged with their Investment-Grade ratings
still intact.

5. Q: Do you agree with the Liberty Witness’ reliance on the events of the 2008

economic downturn to support their ring fencing recommendations?

A:  No. The Liberty Witness’ ring fencing testimony takes the events
surrounding the 2008 economic downturn and attempts to characterize them, using
hindsight, in a manner that supports their recommendations. I will demonstrate that
their key assertions and recommendations are not supported by the facts.
Specifically, I will demonstrate that: 1) PHI managed the liquidity of its non-utility
subsidiaries in an appropriate and careful manner without relying on the liquidity
resources of Delmarva or any other utility subsidiary; 2) at no time was Delmarva’s
financial position affected by the liquidity requirements of the non-utility subsidiaries

of PHI; and 3) the liquidity requirements of Delmarva that led it to issue First
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Mortgage Bonds in the fall of 2008 were driven by the lack of a functioning
commercial paper market and a concern over the future of the deteriorating banking
industry and financial markets, not by any need to bolster the liquidity of PHI’s non-
utility subsidiariés.

6. Q: Were the financial management processes of PHI and Delmarva designed

to address the challenges occasioned by the 2008 economic downturn?

A: No. The economic downturn was severe; one of the most severe in our
country’s history and likely the worst since the Great Depression of the 1930s.
However, it is neither cost-effective nor logical for any business to pay for the

resources necessary to fully protect itself against such rare and devastating events at

all times as a normal and ongoing business matter. Just as it would not be logical or

cost-effective for Delmarva to maintain staff sufficient to immediately restore outages
caused by a major hurricane, a phenomenon which only occurs infrequently, it does
not make sense for Delmarva to continually maintain (i.e., pay for) the resources
needed to fully guard itself against a rare and devastating economic crisis at all times.
Such practices would be inappropriate and far too expensive, needlessly increasing
customer costs. Emergency situations require specific, targeted responses. PHI
managed the economic crisis by developing plans, marshalling resources, acquiring
other resources as needed, and managing the issues to a successful outcome,

7. Q: Was the issuance of First Mortgage Bonds in November 2008 logical and

reasonable?
A: Yes. The $250 million, 5-year, 6.4% First Mortgage Bond issuance was a

very logical and reasonable step to take in light of the economic crisis, the
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deterioratirig condition of the banking industry and, more importantly, the breakdown
in the commercial paper market. In the fall of 2008, PHI management was concerned
that the nationwide liquidity crisis could extend into 2009 and, if it did, cash would
not be available from any source at any price to finance the day-to-day operations of
the Company. This bond offering provided the assurance of Delmarva’s continued
access to liquidity during the crisis at a reasonable price. Moreover, the proceeds of
Delmarva’s bond offering were intended and used solely for the benefit of Delmarva,
and in accordance with the Commission’s order in the bond offering proceeding, as
we have repeatedly demonstrated. As I will show, Delmarva was only one of many

utilities taking this same precautionary step.

8. Q: Do the Liberty Witnesses recognize that Delmarva already has ring

fencing-like safeguards in place?

A: No. In both their analysis of PHI’s day-to-day financial workings and
their characterization of the events of 2008, the Liberty Witnesses fail to recognize
that PHI in fact has in place ring fencing-like safeguards that ensure separation
between its utility and non-utility subsidiaries. More importantly, the Liberty
Witnesses fail to differentiate between the actions that PHI took for its utility
subsidiaries and the actions it took for its non-utility subsidiaries. In so doing, they
fail to recognize that the separation of financing between utility and non-utility
affiliates was and is an integral part of PHI’s financial management, and that did not
change during the 2008 economic crisis.

9. O: Do the Liberty Witnesses fully understand how the PHI money pool

operates?
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A: No. The Liberty Witnesses have also misunderstood the nature of PHI’s
money pool. The money pool is a facility that provides Delmarva and its affiliates
with an additional source of short-term financing, only when additional funds are
available. Without the money pool, Delmarva would be limited to financing in the
capital markets. The PHI money pool is never used to confiscate the funds of one
subsidiary — whether utility or non-utility — in favor of another.

10. Q: What are your conclusions with respect to the ring fencing proposals of

the Liberty Witnesses?

A. The ring fencing provisions proposed by the Liberty Witnesses are
unnecessary for Delmarva because most of the safeguards proposed are already in
place. The benefits that the Liberty Witnesses claim will stem from their additional
recommendations are hypothetical and ;speculative in nature, but the excessive costs

that the recommendations will impose upon Delmarva are very real and substantial.

DELMARVA POWER & LIGHT’S FINANCING

11. Q: Please describe how PHD’s affiliates are financed generally.

A: PHI’s subsidiaries are financed based on their own needs, completely
separate from each other. Additionally, accounting records are kept for each
subsidiary separately at all times, as well as separate bank accounts, Moreover, each
utility subsidiary is a separate SEC registrant, meaning that each company must file
separate audited financial statements with the SEC. The non-utility subsidiaries rely

first on their own cash flow for financing and then on the parent, PHI, if they need to

borrow. PHI is also an SEC registrant.
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12. Q: Describe how Delmarya in particular finances its operations.

A: Delmarva, like other appropriately managed companies, finances its day-
to-day and long-term expenditures through a variety of sources. On a daily basis,
Delmarva processes all the cash receipts received from customers paying their
electric and natural gas bills. If daily cash receipts are not sufficient to cover the
scheduled outgoing payments for that day, (e.g. payroll, taxes, interest payments,
operétions, vendor invoices, etc.), then Delmarva must borrow money on a temporary
or short-term basis to meet its daily cash outflow needs.

13. Q: How does Delmarva borrow funds on daily basis?

A: Delmarva has three sources of borrowing on a daily basis. The primary
source is the commercial paper market — a large and liquid public market for highly
rated corporate borrowers, where investors seek to invest their cash short-term, from
overnight to 270 days, by lending their cash to corporations at prevailing daily rates.
In order for Delmarva to effectively participate as an issuer in the commercial paper
market, it must have an Investment-Grade short-term credit rating by Moody’s,
Standard & Poor’s (S&P) and/or Fitch. Further, to obtain an Investment-Grade short-
term credit rating, Delmarva must have a liquidity back-stop, typically i*eferred toasa
credit facility.

Delmarva’s second short-term funding source is its credit facility. A
credit facility is a commitment from a syndicate of highly rated banks to provide
funds on a daily basis at agreed upon terms and at an agreed upon price. Since
commercial paper issuance is unsecured, rating agencies require the credit facility as

a back-stop. In the event a borrower cannot issue its commercial paper, it can “draw
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down,” or borrow, from the banks in its credit facility. Credit facility agreements
typically allow a company to boﬁow for any general corporate purpose. Delmarva’s
third source of short-term funds is PHI’s internal money pool, whereby other
affiliates with cash on hand have invested their funds overnight in the money pool
and those funds can be used by PHI subsidiaries in need of short-term cash at the
prevailing interest rate.

14. Q: Please describe Delmarva’s longer-term financing sources.

A: _Delmarva obtains long-term financing authority from both of its
regulatory Commissions — the Delaware Public Service Commission and the
Maryland Public Service Commission. Delmarva typically projects its long-term
financing needs and obtains sufficient authority to finance over a two-year period.
Delmarva maintains long-term debt credit ratings from the rating agencies Moody’s,
S&P, and Fitch. In order to receive Investment-Grade ratings, the Company must
meet financial and other rating criteria established by each of the rating agencies,
among which are management competence and credibility. Its Investment-Grade
credit ratings allow Delmarva broad access to a variety of capital markets. If
Delmarva’s ratings were below Investment-Grade, or “junk,” as such ratings are often
called, Delmarva’s access to public markets would be significantly more limited énd
at higher cost — during some peﬁods, at significantly higher costs. With its
Investment-Grade ratings, Delmarva can issue secured bonds under its First Mortgage
Indenture or unsecured bonds; Delmarva can issue taxable or, under certain
circumstances, tax-exempt debt in fixed rate or floating rate modes; Delmarva can

issue debt in public or private markets; and Delmarva can enter into bi-lateral loan
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agreements with banks (this can be on a short-term or longer-term basis). Further,
Delmarva’s parent, PHI, makes equity capital contributions to Delmarva to fund its
capital needs and to maintain a strong equity ratio in the 46% to 50% range.

15. Q: Why is it important to have so many flexible sources of financing?

A: For a capital intensive industry such as the electric utility industry, access
to capital in order to finance expenditures and day-to-day operations is critical.
Delmarva’s Investment-Grade credit ratings allow Delmarva access to diverse
sources _of financing. There are times in economic and business cycles when certain
capital markets are less liquid, more expensive, or unavailable. Delmarva has the
flexibility to take advantage of diverse financing sources under almost any economic
climate.. Not only does Delmarva take advantage of a variety of short- and long-term
sources of financing, it manages its debt maturity profile. A proper approach to
liability management is to stagger maturities so that debt matures in stages, over
time, thereby reducing refinancing risk in any one economic climate. Therefore,
debt is issued and re-financed over various times in economic and business cycles.

Delmarva must take many issues into consideration when making
financing deciéions. The issuer (Delmarva) wants to iésue debt that fits smoothly in
its maturity profile at the lowest cost. Investors want the highest yields for the lowest
risks. Depending on investor expectations, economic conditions and business cycles,
Delmarva will issue debt with maturity dates where there are the most investors at the
lowest cost — sometimes that can be longer-term debt of 10 years to 30 years, and

sometimes that can be shorter-term debt of 5 years or less. We are able to issue debt

10
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at this Investment-Grade rating due to credit rating agency and investor expectations
about the continued proper financial management of the company,

16. Q: What is the overall impact on Delmarva’s long-term cost of debt?

A: Over time, Delmarva has issued fixed rate, floating rate, taxable, tax-
exempt, public and private debt for terms ranging from 5 to 30 years. Delmarva’s
embedded cost of long-term debt is currently 5.45%, which ranks very low relative to
other similar utility companies’ average of 6.13% (see Schedule AJK RF-1).

Delmarva has managed its debt portfolio appropriately over a long period of time.

THE 2008 ECONOMIC CRISIS

17. Q: What are some of the specific events that affected Delmarva’s liquidity

during the crisis?

A: Delmarva first began to be affected by the economic crisis in the fall of
2007. At that time, Delmarva attempted to issue $150 million of unsecured debt in
the public market. However, we were unable to complete the offering because
liquidity had begun to tighten and only larger issues of $250 million or more, referred
to as “index size” issues were considered liquid enough to be accepted by fixed
income investors. The unsecured form of Delmarva’s offering was also problematic.
This was a very early signal that the markets were beginning to have problems. As a
result, Delmarva put off the issuance until it needed the larger amount, rather than
issue the larger amount and have excess funds accruing interest.

The néxt major development was the credit deterioration in early 2008 of

the triple-A rated monoline insurance companies (Ambac Assurance Corporation and

11
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MBIA Insurance Corporation). Monoline Insurance companies provided credit
enhancement services. It was common and economically beneficial at that time to
use such services to enhance the ratings of tax-exempt debt issues, and thus lower the
overall cost. Delmarva used these services for several of its low cost, floating rate
tax-exempt iséues. The monoline insurance companies were downgraded by the
rating agencies because of their exposure to the real estate market. Even though the
real estate market collapse had nothing to do with Delmarva, the multiple grade
downgrades of these companies’ ratings resulted in a loss of confidence by investors
in any outstanding debt issues that they were associated with — including Delmarva’s.

This is also around the time that Bear Sterns, a major investment bank, was failing

~and needed to be bailed out—the first of a series of bank failures. As a result,

Delmarva’s outstanding floating-rate tax-exempt securities could no longer be placed
with investors, so Delmarva had to repurchase them. Rather than retire these very
low-cost issues, Delmarva used its liquidity to buy them and place them in inventory,
in hopes the market problems would be temporary and that we could reissue these
securities at a later date. Of course, it became clear later in the year that the real
estate market problems that brought down the monoline insurers also hit the large
money center banks.

The next major event that affected Delmarva was the loss of investor
confidence in the commercial paper market. This began to exhibit itself in mid-
September of 2008. The commercial paper market was becoming problematic
(Lehman Brothers failed and other money center banks were under pressure) and

borrowers were not able to place their offerings, because investors were not buying

12
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them. PHI’s non-utility subsidiaries withdrew their deposits from the money pool to
satisfy collateral calls, and there were no longer excess funds in the pool for
Delmarva to borrow. Delmarva needed access to liquidity in amounts that were
greater than available in the commercial paper markets, and borrowed from its back-
up credit facility. The credit facility is finite and we knew we could not continue to
rely on it indefinitely. As the crisis began to deepen, and more and more banks were
having liquidity problems and the financial markets began to show serious signs of
disruption, we concluded that to insure Delmarva’s continued access to funds to
operate during the balance of 2008 and into 2009 we would need to complete a
secured bond offering.

Also, as [ briefly mention above, the major difference between past
periods of financial disruption and the circumstances in late 2008 was the fact that
many, if not all, of the credit facility banks were having liquidity crises of their own.
For example, as I pointed out earlier, Lehman Brothers filed for bankruptcy, and Bear
Sterns went out of business. PHI’s credit facility consisted of a diverse group of
banks to avoid reliance on one or a small group of banks, so that in the eventuality of
a bank failure, the credit facility would remain strong. Despite this diversification,
the credit facility became unreliable, as major banks including Citi, Merrill Lynch,
Wachovia Bank, Bank of America and Morgan Stanley, all of which are significant
participants in PHI’s credit facility, were perceived to be on the verge of bankruptcy.
Had Delmarva not accessed the securities market when i1t did, it would have been
taking a very high stakes risk, because neither its primary nor secondéry sources of

liquidity were reliable at the time.

13
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PHI’s AND DELMARVA’S ACTIONS

DURING THE 2008 ECONOMIC CRISIS

18. Q: Please describe how PHI managed its finances before the 2008 crisis.

A:  PHI practiced a system of conservative fiscal management to ensure that

all of its subsidiaries were able to access liquidity when needed. PHI also practiced
financial separation among its non-utility and utility subsidiaries by ensuring that each
subsidiary managed its own bank accounts, cash management systems, and accounting
records. As I explain above, Delmarva had several ways to access short-term capital
needed for its business operations: through the commercial paper market, the PHI
credit facility, and PHI’s money pool. This provided Delmarva with the flexibility to
obtain capital from several sources when needed. PHI’s financing activities for non-
utility subsidiaries were separate from utility subsidiaries.

PHI and its subsidiaries carefully ensured that all subsidiaries would have
sufficient capital for their operations on a daily basis. When the economic crisis of
2008 occurred, PHI’s financial management processes helped the companies by
keeping them in a good financial position when other sources of liquidity began to dry
up. However, PHI also needed to take actions to ensure that its subsidiaries would
continue to have access to liquidity if the crisis continued into 2009, and credit
continued to be difficult to obtain. This is why PHI took action during the fall of 2008
to ensure that its utilities and non-utilities would have capital to meet their future
needs. PHI did not provide liquidity to non-utilities at the expense of utilities. Rather,
PHI took separate actions to ensure that both non-utilities and utilities would have

access to liquidity.

14
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19. O: How did the financial crisis impact PHI’s non-utility subsidiaries?

A: PHI’s non-utility subsidiaries Pepco Energy Services (PES) and Conectiv
Energy Holdings (CEH) do business in the energy commodity markets. PES acquires
customers who enter into contracts to purchase power and/or natural gas at a set price.
PES then seeks suppliers to provide these customers with power and/or natural gas.
CEH predominantly purchases fuel (such as natural gas, oil, or coal) at a set price for
use in their owned generation facilities. Because the price of electricity or fuel may
vary, the contracts with energy providers require PES and CEH to post collateral with
their suppliers under certain circumstances to ensure that they will purchase energy or
fuel at the agreed-upon price. During the financial crisis of 2008, spot market energy
prices dropped dramatically. The agreed-upon energy prices under the energy
contracts that PES and CEH had entered into with energy providers, however,
remained the same. Because the gap between the agreed-upon price and market
energy prices increased, the collateral that had to be posted by PES and CEH also
increased dramatically. This caused liquidity issues for PES and CEH, because they
soon began to need increasing amounts of capital to post collateral.

20. Q: What actions did PHI deem necessary to address the impact of the 2008

economic crisis?

A: PHI determined that in order to weather the economic crisis, it must:
) Protect the regulated utilities from continued volatility in 2008 and into 2009;
. Approach its financing needs proactively;

15
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. Consider how to obtain the liqu_idity needed to fund activities planned for
2009 immediately to ensure that it would have the cash in hand to operate should the
economic crisis continue; and

. Move quickly to obtain liquidity, due to the risk that liquidity would not be

available or would be harder to obtain if the economic crisis continued.

21. Q: How did PHI go about implementing its financing decisions during the

A: PHI developed a three-pronged approach:

First: PHI reduced overall spending in its subsidiaries, utilities and non-
utilities alike. PHI did this by implementing a hiring freeze, eliminating non-union
salary increases and temporarily deferring non-reliability utility and CEH
construction spending.

Second: PHI reduced collateral needs and increased liquidity for the non-
utility businesses. Because the non-utility subsidiaries of PHI required short-term
liquidity in order to meet their collateral obligations, PHI entered into a $400 million
credit facility with nine banks to support the non-utility entities. PHI also entered
into a Credit Intermediation Agreement to immediately reduce collateral needs faced
by PES. These actions were taken to support the non-utility subsidiaries — PHI’s
utilities had no involvement in these actions, did not incur any costs, did not
experience increased risk, and did not contribute any capital to increase the non-
utilities’ liquidity.

Third: PHI accelerated financing activities for its utility subsidiaries that

had been scheduled for 2009 and 2010. Delmarva had already planned to file a 2008

16
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application for authority from the Delaware PSC io allow it to issue long-term debt in
2009. At that time, however, PHI was concerned that the financial crisis could
continue such that the long-term debt it planned to issue in 2009 would not be
available. In order to protect Delmarva from that very real risk, it was determined
that Delmarva should request that the PSC expedite its grant of authority so that it
could issue long-term debt in 2008 instead. That decision assured that Delmarva
would have access to the long-term financing it needed in 2009, even if the financial
crisis continued or worsened into 2009. All of PHI’s regulated utilities sought and
obtained state regulatory approval for similar éxpedited financings. Pursuant to those
state regulatory approvals, Potomac Electric Power Company (Pepco), Atlantic City
Electric (ACE) and Delmarva each issued $250 million of ‘Firsy Mortgage Bonds in
November and December 2008. All of these actions were taken to support the utility
subsidiaries only ~ no money obtained from the utilities’ issuance of First Mortgage

Bonds was used to increase the non-utilities’ liquidity. Prior to the issuance of this

~debt, PHI took action to protect the utilities by issuing $265 million of equity in

November 2008, which lowered the interest cost of the utility debt issuances.

22. O: Why did PHI determine that the credit facility was the correct solution

for_the non-utilities while a bond offering was the correct solution for the

utilities?

A: The non-utility companies do not have credit ratings and therefore cannot
access the public debt markets. Moreover, their liquidity needs involved having
access to short-term funding to post collateral — money that would be returned to

them either as commodity prices rose or as their customers paid for the contracted

17
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services. In other words, their need was short-term. The utilities, on the other hand,
needed funds to continue to fund their construction programs and to fund their day-to-
day operations, potentially for all of 2009 if the crisis had continued; in other words,
they had long-term, ongoing needs. Also, the non-utilities had the option of closing
down their businesses permanently or temporarily. The utilities never have that
option.

In fact the utilities were planning to issue debt within a short period of
time; the issuances were only accelerated so that the utilities would be able to quickly
obtain financing in 2008 to ensure liquidity in 2009. In contrast, the Credit
Intermediation Agreement and $400 million credit facility were the most efficient
means to add needed short-term liquidity to PHI’s non-utility subsidiaries, as these
solutions did not add debt, but reduced collateral requirements. Thus, PHI entered
into a credit facility agreement to accommodate the non-utilities’ short-term needs,
while the bond issuance for utility subsidiaries addressed the utilities® long-term
financial needs.

23, O:' Why was it so important for Delmarva to expedite its application to issue

long-term debt?

A: Due to the credit crisis and the instability of many of our credit banks, PHI
determined that the most appropriate time to issue long-term debt would be as quickly
as possible. PHI was concerned that capital would become more scarce in the event
the crisis continued into 2009, as investors may have exhauéted their resources on

earlier issuances. PHI’s actions ensured that buyers were available for its debt, and
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ensured that the utilities would retain liquidity if the crisis continued unabated or
worsened.

24. Q: Please describe Delmarva’s $250 million bond offering.

A: As ] mentioned earlier, Delmarva must have financing authority from both
the Delaware and Maryland Commissions in order to execute any long-term
financing. The typical filing and approval process can take several months to
accomplish in the ordinary course of business. Delmarva had residual authority from
a prior proceeding to execute a limited amount of long-term financing, but that
authority was scheduled to expire on December 31, 2008. Because of this, Delmarva
had already planned to make a filing for new financing authority in the fall of 2008.
Given the uncertainty of the markets and the disruption of the commercial paper
market, Delmarva filed in Delaware and Maryland simultaneously for expedited
financing authority of $250 million in debt. The Delaware filing requested waiver of
a pre-filing notice to shorten the approval timeline and afford Delmarva the flexibility
to access the capital ﬁlarkets as soon as possible.

Delmarva filed its application with the Commission on October 17, 2008
and received a preliminary Order on November 5 and a final Order on November 21,
2008 authorizing the $250 million bond issuance, subject to specific use of proceeds
conditions. Delmarva closed on the bond issuaﬁce on November 25, 2008 — a 5 year
First Mortgage Bond at a 6.40% coupon rate. |

25. Q:_What were the specific conditions included in the Delaware Financing

Authorization?
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A: Pursuant to the Commission’s Order No. 7487, attached hereto as
Schedule AJK RF-2, Delmarva was authorized to issue the $250 million in long-term
debt, on the condition that it:

e repay $150 million that Delmarva borrowed from its portion of the PHI credit

facility;

e repay $34 million of Delmarva’s outstanding commercial paper;

e invest the remaining $66 million in a money market account designated

exclusively for use by Delmarva utility operations; and

e provide a quarterly report to Staff detailing a capital expenditure forecast, a

sources and uses éash-ﬂow report, and a rate of return report.

In addition, Delmarva agreed to meet with Staff quarterly through June 2009
regarding Delmarva’s financial condition.

26. Q: Did Delmarva comply with these financing requirements?

A: Yes, Delmarva complied with all the requirements and used the proceeds
specifically for utility operations. On January 28, 2008, Delmarva met with the
Delaware Staff and the Division of the Public Advocate (DPA) to review the use of
proceeds of the November 2008 bond issue, year-end money pool .and investment
balances as well as investment balance for January 27. At that meeting the
participants discussed how Delmarva was to proceed in compliance with the
conditions of Order 7487. Delmarva understood that any further documentation
would be requested by Staff when needed. However, Staff notified Delmarva on July
29, 2009 that their understanding was that no meetings were required but that they

wanted to see quarterly the Delmarva cash flow statements and capital expense
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estimates. Delmarva provided the report to Staff and DPA for the four quarters of
2009 as requested. No further meetings have been requested by Staff or the DPA,
Delmarva will continue to send these quarterly reports to Staff and the DPA until
notified that they are no longer required. We also remain available for meetings at

their request.

27. Q: Did Delmarva use any of the proceeds of its financing for PHI’s non-

utility businesses as the Liberty Witnesses suggest on pages 20-21 of their

testimony?

A: No. The proceeds of Delmarva’s financing were used consistent with the
directive of the Commission. The proceeds from that financing were not used for any
other purpose.

28. Q: On page 23, lines 1-2 of their testimony, the Liberty Witnesses state that

“utility-focused management would have sought to avoid issuing longer-term

debt” during the 2008 economic crisis. Did any other utilities issue debt at

the same time and in a similar manner to Delmarva’s issuance of debt in

November 2008?

A: Yes. A Citi report on Global Power Financing, issued in February, 2009,

. the relevant pages of which are attached as Schedule AJK RF-3, provides a list of 40

utilities that issued over $15 billion in debt between August 2008 and December

2008, in the midst of the economic crisis.

29. Q: At page 18 of their ring fencing testimony, the Liberty Witnesses assert

that PHI board documents in October of 2008 demonstrate an involvement

of the utilities in the liguidity management efforts. Please comment.
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A: Liberty Witnesses correctly state that the PHI board documents show a
management plan for ensuring that its subsidiaries retained their liquidity, which is
nothing more than reasonable corporate management. What Liberty Witnesses do not
do, however, is distinguish between the separate actions that PHI took for non-utility
subsidiaries and those that PHI took for utility subsidiaries. The PHI Board was
concerned about the liquidity shortage for both its utility and non-utility subsidiaries,
and management took separate actions to manage each. As I discuss in my testimony
above, PHI entered into a $400 million credit facility and a Credit Intermediation
Agreement to increase capital for its non-utility subsidiaries. This action did not
benefit, nor was it funded by, PHI’s utility subsidiaries. In contrast, PHI decided to
fund its utilities through the debt issuance described earlier in my testimony.

30. Q: At page 25 of their testimony, the Liberty Witnesses assert that Delmarva

was “displaced” from borrowing from the money pool. Please comment.

A: Money is only available for a subsidiary to borrow from the money pool if
another subsidiary has excess funds temporarily on deposit. That is how the money
pool works. If a depositor to the money pool requests its investment to be returned,
the borrowers must repay the money pool. Such transactions are necessarily, and
understood by all participating subsidiaries as, short-term and subject to return on
request. In this case, as commodity prices began to decline in the second half of
2008, the non-utility companies redeemed their investments to satisfy collateral calls,
and there were no longer excess funds in the pool for Delmarva to borrow. Delmarva
then issued its own commercial paper and borrowed on its credit facility to repay the

money pool.
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A utility-only money pool, as recommended by Liberty Witnesses on page
38, line 17 of their testimony, would also work in this way. If the depositing utilities
needed their investments returned, any borrower would be “displaced” from that
money pool. The Liberty recommendation would not offer Delmarva any additional
protection from a money pool investor asking for the return of its deposit. Delmarva
does not and would not, if the Liberty Witness’ proposal was implemented, have a
legal or other “right” to other companies’ money, whether in é utility-only money
pool or the PHI money pool, and the non-utility subsidiaries of PHI do not have a
legal or other “right” to Delmarva’s money.

31. Q: On page 29 of their testimony, the Liberty Witnesses recommend that

Delmarva participate in a utilitv-only money pool, and have its own credit

facility. Please comment,

A: Delmarva has benefited from participation in the money pool and from its
participation in the combined PHI credit facility. If Delmarva is required to enter into
its own credit facility and is prohibited from participating in the money pool, its costs
will increase. Delmarva will no longer have access to the money pool funds.
deposited by the non-utility businesses and it will have to pay for its own credit
facility. In addition, as I describe above, a utility-only money pool will work in the
same way as a money pool with utility and non-utility participants, so Delmarva

would not benefit from participating in a utility-only pool.

PHI DID NOT TAKE FINANCING ACTIONS BECAUSE OF A THREAT OF

DOWNGRADE BY A RATING AGENCY
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. 1 32.Q: Was PHI acting directly in response to the fear of imminent credit
2 downgrades from rating agencies when it performed these actions, as stated
3 on page 20, lines 14-15 of the Liberty Witness’ testimony?
4 “A:  No, we were not in fear of imminent downgrade. We took proactive steps
5 to protect our liquidity and credit ratings. We were in constant communication with
6 the rating agencies during this period and were never told that our ratings were in
7 jeopardy. The agencies found our proactive actions appropriate and credit-positive.
8 Moody’s published a Special Comment in October 2008 titled “U.S. Investor-Owned
9 Electric Utilities — Somewhat Insulated But Not Immune from Credit Market Stress,
10 Economic Weakness.” That Moody’s report is attached as Schedule AJK RF-4. In
11 this report Moody’s says, “In light of current economic and financial market
12 conditions, any action to increase capital, increase credit capacity, eliminate
. 13 refinancing risk and otherwise inoculate the business from capital market volatility

14 should be viewed as a significant credit positive....” Moody’s further states:

15 Moody’s does not view the recent announcements by some utilities

16 that they are making material draw-downs on their bank credit

17 facilities negatively....Nevertheless, we would be concerned if the

18 current conditions in the financial markets, which include a disruption

19 to the commercial paper markets, were to remain in effect for a

20 protracted period of time or if the ability to access the term markets |

21 were to be disrupted for an extended period of time. These risks argue |

22 for a relatively quick reduction to these drawn facilities before

23 liquidity has a chance to become stressed over the intermediate term

24 horizon.

25

26 Moody’s concludes that “[p]roactive actions to bolster liquidity availability and

27 strengthen balance sheet [are] viewed as appropriate given current economic and

28 financial market conditions.”
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PHI and Delmarva management took precisely the proactive actions that
the Moody’s report viewed as positive. As the report explains, rating agencies and
businesses alike were concerned about the commercial paper market disruption, and
worried that commercial paper would remain unavailable for long periods of time.
PHI took proactive actions to bolster its utilities’ liquidity, and did so quickly in order
to retain the advantage of an early debt issuance. The result was that Delmarva was
able to maintain its Investment-Grade rating during and after the 2008 financial crisis.
Delmarva should not be penalized for the financing actions, recognized in the
financing world as appropriate and beneficial, that it took during the 2008 economic
crisis.

33. Q: What is your view of the Liberty Witness’ claim that regulated utilities

have suffered large rating downgrades due to association with failing non-

utility business ventures?

A: The Liberty Witnesses provide examples of utility downgrades between
the 2000 - 2003 time period. These examples are inapiaropriate, because that period
was abnormal due to the industry changes at that time (deregulation, generators
becoming competitive, the Enron scandal, companies not filing financials on time,
etc.). I provide an updated chart from Fitch as Schedule AJK RF-5, which shows
much more balanced upgrade/downgrade activity through the current period.

Downgrades or rating changes should not be confused with default. The
companies that went bankrupt during the 2000-2003 period were almost pure
merchant companies like Enron, Mirant, and NRG. In addition, many of those

companies suffered from far more serious issues than mere involvement in non-utility
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ventures. For example, Enron was involved with fraudulent activities, for which

many of its executives were criminally prosecuted. To draw similarities between

these companies and PHI is clearly inappropriate.
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LIBERTY WITNESSES’ ADDITIONAL CLAIMS OF UTILITY RISK DUE TO

NON-UTILITY AFFILIATES ARE UNFOUNDED

36. Q: On pages 16 and 17 of their testimony, the Liberty Witnesses claim that

the IRS challenge of certain PHI lease investments is a risk to Delmarva due

to holding company affiliation. Do you have any comments?

A: Yes. The IRS challenge of PHI’s lease investments will not put Delmarva
at any risk. PHI's public SEC disclosure in its 10K specifically states that in the event
of a total disallowance of 100% of the tax benefits associated with the leases, PHI

could liquidate all or a portion of the lease portfolio and would generate sufficient
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cash proceeds to cover the estimated taxes and interest that would be due.

Delmarva’s cash, liquidity and operations would not be impacted at all.

37. Q: On page 21 of their testimony the Liberty Witnesses mention that PHI has
announced that PES will exit the retail energy supply business. Please

comment on the status of PES’s wind-down.

A. On December 7, 2009, PHI announced that it would wind down the retail
electric and natural gas supply business that it conducts through PES. PES continues
to fulfill and service all existing obligations as of that date, but has discontinued the
sale of new retail energy supply contracts. Contracts with retail customers continue
to expire and roll off monthly and are not renewed, and as these contracts expire, the
collateral associated with the hedges required to support the contracts is returned. As
of December 31, 2009, PHI estimated that more than 80% of the collateral required to
support PES’ retail contracts will be released by the end of 2011, which will

substantially reduce the collateral and liquidity needs of PES.

THE PUBLIC SERVICE COMMISSION SHOULD NOT ADOPT THE LIBERTY

WITNESSES’ RING FENCING RECOMMENDATIONS

38. Q: Should Delmarva be required to adopt the mandatory ring fencing

measures proposed by the Liberty Witnesses?

A: No, because PHI and Delmarva already implement many of those
recommendations without the additional cost associated with being required to do so
through regulations. The Liberty Witness’ recommendations are not appropriate for a

company like PHI that comprises mainly regulated utilities, and manages its finances
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in an appropriate, conservative manner to ensure that non-utility affiliates do not
financially impact the utilities in the holding company group. PHI’s financial
management allows Delmarva and PHI’s other utility subsidiaries to obtain many of
the benefits of ring fencing without incurring the excessive costs that are inherent in
the Liberty Witness’ recommendations. The Liberty Witnesses compare companies
with significant non-utility operations such as Constellation (which is 25% utility and
75% non-utility), foreign-owned companies, or other specific issues such as Enron’s
bankruptcy, which occurred in large part due to fraud. Frankly, the situations faced
by the examples that the Liberty Witnesses raise have no relevance to PHI’s business,
which is 73% utility operations and only 27% non-utility, based on operating income.
PHI manages its finances appropriately, and has financially separated its utility
operations since its formation in 2002. There is no need for the Commission to adopt
the Liberty Witness’ recommendations.

39. O: Can vou elaborate?

A: Yes. Let’s review Delmarva’s current financial management as compared
to the Liberty Witness’ recommendations on page 38-39 of their testimony,
1) “[Delmarva] shall not make any distributions that would cause its equity
capital to fall below 40 percent of permanent capital.” (38:15-16)
e PHI has publicly stated they target a high 40% (46% to 50%) equity ratio
for Delmarva; in 2008 and 2009 PHI demonstrated its commitment to
maintaining the utility equity ratios by making capital contributions to the

utilities to maintain their ratios; and the Delmarva credit facility contains a
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1 leverage ratio covenant to maintain a Total Debt to Total Capitalization no
. 2 greater than 65% or conversely an equity ratio minimum of 35%.
3 2) “[Delmarva] may not participate in any money pool that involves non-utility :
|

4 businesses, operations, or participation.” (38:17-18) I
5 * As I previously explained, the activity in PHI’s money pool is separated
6 among utilities and non-utilities, and no company has a right to take an
7 affiliate’s money. The money pool adds benefit by making a flexible and
8 reliable source of short-term capital available to utilities, and provides
9 utilities with additional income through the interest that is paid to them if

10 non-utilities borrow from the money pool.

11 3) “PHI must create separate credit facilities for its utility subsidiaries, PHI and

12 its non-utility subsidiaries through solicitation processes that are completely

. 13 independent and wholly unconnected.” (38:19-21)

14 e Delmarva and its utility affiliates, Pepco and ACE, share a $625 million

15 separate sublimit in PHI’s $1.5 billion credit facility. The credit

16 agreement has no cross-default provisions and provides Delmarva

17 uninterrupted liquidity access in an event of default by ACE, Pepco or

18 PHI. If Delmarva had a separate credit facility, that facility would have to

19 be larger, and would be more expensive for Delmarva and its customers.

20 4) “[Delmarva] and PHI must establish a bankruptcy-remote special purpose

21 entity or class of preferred stock that will protect [Delmarva] in the event of a

22 holding company bankruptcy.” (38:22-24)
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e Such a measure would be an extreme response to the events of the
economic crisis of 2008 and is far from being warranted for Delmarva. It
has only been used in very specialized cases in the utility industry.

“Separate cash management systems must be maintained; those that involve

[Delmarva] must be separate and distinct from those of the holding company

and any non-utility affiliate,” (38:25-27)

e Delmarva currently maintains its own bank accounts with no right to
setoff between Delmarva accounts and its affiliates, maintains separate
cash transactions and uses a cash management workstation that segregates
all Delmarva cash-related activity. The Liberty Witnesses agree with this
assessment in their response to Company Ring Fencing Data Request 32,
attached hereto as Schedule AJK RF-8.

“[Delmarva] may not enter into any inter-company loans, guarantees or credit

support agreements with the holding company or any affiliate, nor may any

expectation of any form of utility support for non-utilities be created.”

(38:28-30)

e PHI manages its utilities as independent companies and Delmarva has
never entered into an inter-company loan to an affiliate.

“DP&L must maintain separate accounting books and records using systems

separated from those of the holding company and all affiliates.” (39:1-2)

e Delmarva already maintains its own separate accounting books and

records, and is a separate SEC registrant and filer. The Liberty Witnesses
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agree with this assessment in their response to Company Ring Fencing
Data Request 33, attached hereto as Schedule AJK RF-9.

8) “DP&L and PHI must provide Commission access to all books, records,
documents, data, board minutes, presentations and forecasts of DP&L., PHI
and all PHI subsidiaries and affiliates.” (39:3-5)

e Delmarva does not agree with this recommendation. The forecasts of
PHI’s non-utility businesses are completely confidential and irrelevant to
the distribution operations of Delmarva in the State of Delaware.
Forecasts of non-utility businesses are not provided to any other state
commissions in any other proceedings. They are not relevant to the
regulated cash flows and operating expenses of Delmarva, nor are they
relevant to Delmarva’s separate credit rating.

9) “No DP&L assets, financial support, or cash flow may be pledged or used as
collateral for the benefit of any entity except DP&L, and holding company
and affiliate financing agreements and arrangements must disclaim any
informal representation, commitment, or expectation of such support.” (39:6-
9)

e Delmarva’s mortgage prohibits Delmarva from pledging assets to any
other entity.

10) “DP&L asset sales of greater than $20 million must be approved in advance
by the Commission.” (39:10-11)

e This recommendation is already covéred in existing Delaware legislation.

Under title 26, section 215(a)(1) of the Delaware Code, Delmarva is
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required to obtain Commission approval for sales of any property that is
an “essential part of its franchises, plant, equipment or other property,
necessary or useful in the performance of its duty to the public.”

11) “DP&L and PHI must establish an annual reporting process regarding the

status of each of the ring fencing requirements.” (39:12-13)

¢ Delmarva and PHI would agree to annual reporting on the existing
safeguards in place and steps they take to maintain separation between

Delmarva and its affiliated companies.

All transactions between Delmarva and non—ufility affiliates are governed
by the PHI Regulatory Code of Conduct and Accounting Policy guidelines which
protect the regulated utility’s financial strength by prohibiting cross-subsidization.
Key financial separation. actions have already been adopted and in practice for quite
some time. Further, Delmarva is operated as a single corporate entity in both the state
of Delaware and the state of Maryland. A state-mandated set of regulatory
requirements for a utility that operates in more than one state would not be viable.
The 'costs to regulate, monitor, and report Delmarva’s Delaware financial activities
would outweigh any additional benefit that could be realized over and above the
significant financial separation benefits and SEC reporting already in place.

40. Q: Do Liberty Witnesses provide any indication that PHI’s and Delmarva’s

financial management is already appropriate?

A: Yes. On pages 32-34 of their testimony, Liberty Consulting discusses
holding company leverage, parent equity contributions and PHI’s risk management

programs. In all these areas they concluded that PHI’s policies, approach, and
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structure have been appropriate and responsible. These are significant indications that
the financial separation of Delmarva has been effective and beneficial to customers.
The Liberty Witnesses could not find any reasons to suggest changes.

41. Q: If Delmarva were to obtain its own separate credit facility and no longer

share a sublimit with Pepco and ACE, what is vour estimate of what the

incremental cost would be to Delmarva?

A: Currently, Delmarva saves money because it shares a $625 million
sublimit with its regulated utility affiliates, ACE and Pepco. If Delmarva were to
obtain its own facility, Delmarva would need an additional $300 million to support its
$500 million commercial paper program. Currently the up-front cost for a 3 year
credit facility in this size range for Delmarva’s credit category would be
approximately 62.5 basis points or approximately $1.875 million in up-front costs
($0.625 million annually). The commitment fee for the facility would be
approximately 37.5 basis points or $1.125 million annually. In contrast, annual
savings from a potential credit rating upgrade (A- to A) would be in the $0.35 million
to $0.7 million range. Furthermore, the savings from such a potential credit upgrade
are not guaranteed and would take time to materialize, while a separate credit facility
would be a definite cost. The credit facility cost is only one element of the total
incremental cost for the type of ring fencing activity that the Liberty Witnesses are
suggesting. I consider this to be a significant and unnecessary cost

42. Q: What is vour opinion of Liberty Witnesses’ proposal to disallow a portion

of the cost of debt issued by Delmarva in 2008 and the proforma debt issue
included in Delmarva’s ratemaking capital structure?
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A: The Liberty Witngsses are proposing to disallow a portion of the cost of
the Delmarva debt for two reasons: the timing of the Company’s $250 million First
Mortgage Bond issue and an asserted negative influence on Delmarva’s bond rating
by its non-utility affiliates. The Liberty Witness’ proposal to disallow a portion of the
cost of the debt issued in the fall of 2008 to protect Delmarva’s liquidity against a
worst case scenario due to its timing is unfairly punitive and wrong. Had Delmarva
not issued the bonds, and the economic downturn continued to deteriorate and/or
extend further into 2009, Delmarva would likely have had to take much more costly
actions that could have adversely affected the provision of electric service. The
decision to act as it did and when it did was an appropriate and proactive one, made in
the best interests of Delmarva and its customers.

The Liberty Witnesses base their recommended disallowance on timing,
claiming that it was only holding company pressure that caused Delmarva to issue
debt in November 2008, and that appropriately utility-focused management would
have sought to avoid issuing debt at that time (22:27-23:2). I have shown throughout
this testimony that Delmarva did not issue debt in November 2008 because of holding
company pressure. As to the actions of appropriately utility-focused managements,
have previously noted in my testimony that 40 utility companies issued over $15
billion of debt during the last five months of 2009. I would have made the bond
issuance during November 2008 even if Delmarva had its own separate credit facility.

The disallowance of a portion of Delmarva’s debt cost due to the negative
influence on the Company’s bond rating by its non-utility affiliates is made to both

Delmarva’s actual debt issue in November 2008 and to Delmarva’s debt issue
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planned for September 2009. This disallowance is based on the Liberty Witnesses’
highly speculative assertion that if not for the impact of the non-utility affiliates
Delmarva’s bond rating would be one rating notch higher.

Staff Witness Rothschild makes the adjustments to Delmarva’s embedded
debt cost rate to reflect the disallowances for both reasons on pages 10 and 11 of his
testimony after being advised by the Liberty Witnesses. Even Witness Rothschild
seems to agree that the Liberty Witnesses position is speculative when he states on
lines 5 and 6 of page 10 that: “This [the Company’s] embedded cost of debt
computation was made without any consideration for what impact non-utility
activities might have had on the amount.” (Emphasis added). Witness Rothschild,
through his calculations of the amounts to disallow, muddies the waters further
through the data he uses and the assumptions he makes.. He bases his adjustments on
his rough interpretations of data shown on graphs. He makes broad assumptions
about how bond yields change between different time periods and between different
credit ratings.

Delmarva’s $100 million debt issue included in its proforma ratemaking
capital structure did not take place in September 2009 as originally planned. It now
will be issued in April 2010 as a tax-exempt bond. The yield spread data currently is
much different from the data used by Staff Witness Rothschild. The disallowance of
Delmarva’s debt cost as proposed by the Liberty Witnesses and as calculated by

Witness Rothschild should be rejected since it is punitive and speculative.

43. Q: Please comment on the Liberty Witness’ golden share recommendation.
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A: The Liberty Witnesses recommend that Delmarva and PHI establish a
bankruptcy remote special purpose entity or a special class of preferred stock, known
as the “golden share.” To support their recommendations, the Liberty Witnesses
provide the example of Portland Gas and Electric (PGE), an electric utility subsidiary
of Enron, which used such a mechanism as a reaction tolthe Enron bankruptcy.
Clearly, the factors leading to the Enron bankruptcy, which included criminal actions
and fraud, were an extreme set of circumstances that bear no resemblance to PHI’s or
Delmarva’s situation. Forming a special purpose entity or issuing special classes of
new securities is not warranted and is an extreme response to the events of the 2008
economic crisis. As Company Witness Fetter states in his rebuttal testimony, these
types of mechanisms have only been used as conditions necessary to complete
mergers involving companies that possess international relationships or holding
companies with high ratios of non-utility to utility net income. PHI is not involved in
an international relationship with another company, and has high ratios of utility to
non-utility income.

Further, the Liberty Witnesses provide only sparse details about their
recommendation, and no explanation of how their recommendation would work or
how it would be implemented, or how much it would cost. Delmarva attempted to
obtain more details regarding the special purpose entity or golden share through the
discovery process. In response to the Company’s Ring Fencing Data Request 30,
attached hereto as Schedule AJK RF-10, the Libérty Witnesses stated, “We have not
undertaken an analysis of what would be required to meet the goal of this entity while

conforming to applicable law.” Because is so extreme and inappropriate for
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Delmarva and the Liberty Witnesses have not provided additional detail regarding

this recommendation, it should be rejected.

44. Q: Does this conclude your supplemental rebuttal testimony?
A Yes.
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Schedule AJK RF-2

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF DELAWARE

IN THE MATTER OF THE APPLICATION OF
DELMARVA POWER & LIGHT COMPANY

FOR EXPEDITED APPROVAL TO ISSUE

UP TO $250 MILLION OF DEBT SECURITIES
(FILED OCTOBER 17, 2008)

PSC DOCKET NO. 08-335

e gt Mgt Vgl st

ORDER NO. 7487

AND NOW, to-wit, this 21°° day of November, 2008, the Applicant,
Delmarva Power & Light Company (“Delmarva” or the “Applicant”) having
on October 17, 2008, filed an application pursuant to 26 Del. C. § 215
seeking to have the Commission approve the issuance of up to $250
million of first-term mortgage debt securities; and

WHEREAS, the Commission having examined the filed application and
having made such investigation in connection therewith as deemed
necessary under the circumstances; and

WHEREAS, the Commission having found the proposal of Applicant to
issue the debt securities to be in accordance with law, for a proper
purpose, and consistgnt with the public interest; and

WHEREAS, the Commission has previously entered, on the 5™ day of
November, 2008, an Order granting the Application but reserving

certain conditions, which the Applicant has agreed to in connection

with the issuance of that Order;
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Now, therefore, IT IS ORDERED:

1. That the Application of Delmarva Power & Light Company
filed with the Commission in this matter on October 17, 2008, 1is
approved effective November 5, 2008.

2. That Delmarva Power & Light Company agrees that the
proceeds from the debt issuance shall only be used in the following
manner:

(a) One Hundred Fifty Million Dollars ($150,000,000)
of the proceeds shall be used to reduce Delmafva
Power & Light Company’s portion of the $625
million utility credit facility;

(b) That $34 million of the proceeds shall be used to
pay off Delmarva Power & Light Company’s short-
term commercial paper obligations; and

(c) The remainder of the $250 million proceeds ($66
million) shall be put in a money market account
designated exclusively for the use by Delmarva
Power & Light Company for its utility operations.

3. In addition, Delmarva Power & Light Company agrees to
provide Commission Staff with the following quarterly reports
beginning January 2009 through June 2009:

(a) Within twenty (20) days after the end of each

guarter, a forecast of capital expenditure
requirements;
b) Within twenty (20) days after the end of each

gquarter, a report of the sources and uses (cash




Schedule AJK RF-2-

flow) for its utility business from January 2009;
and
(c) A Rate of Return Report.

4, In addition, Delmarva Power & Light Company agrees to
quarterly meetings with Staff regarding financial conditions through
June 2009, tb be renewed if necessary.

5. That approval of this application by the Commission is not
to be construed as approving the capitalization ratios that result for
any purposes. or procedures involving ratemaking, nor are the
Commission’s rules relative to proving the merits of any related issue
hereby waived. Approval of this application shall not be construed as
endorsing any ratemaking treatment of these transactions in any future
rate case.

6. That nothing in this Order shall be construed as any
guarantee, warranty, or representation by the State of Delaware or by
any agency, commission, or department thereof, with respect to the
securities to be issued pursuant to this Order.

7. That the Commission reserves the jurisdiction and authority
to enter such further Orders in this matter as may be deemed necessary
Or proper.

BY ORDER OF THE.COMMISSICN:

/8/ Arnetta McRae
Chair

/s/ Dallas Winslow
Commissioner
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. PSC Docket No. 08-335, Order No. 7487 Cont’d.

/s8/ Joann T. Conaway

Commissioner

Commissioner

/s/ Jeffrey J. Clark

Commissioner

ATTEST:

/s/ Karen J. Nickerson
Secretary




Schedule AJK

-3 (mm

3
3
3
X
S
Srovecs
2
@
* -

60072 10} S109ds0ld pue g§007Z 10} MBIASY [enuuy
-buioueui{ Jeamod |eqo|o)

Py

13443,




Schedule AJK - 3 (

“oopno sanisod (d yoopno aapgebau (U lapeiBdn 0] MaAay 14 ‘apeibumop o) mainay (N ‘puabial sBuney 95
usnqpam SLOZ/SLILL ®NP %0086
IVABE/OOSAN/SH/AQISYE 6819+ %0590 %5286 05+l (N)+ggg/ieeg ooplIoH  005% VON LL $BJON ABroug esdwag  JL/LL
ysngpap £LOZ/SLILL @Nnp %006°8
YAQS/0OSaH/SO/a0/SYE 020+ %0090 %000°6 os+L  (N)+ggg/Leeg ocoploH  05Z% VON G SOION ABisuz erdwes  ZL/LL
£L0Z/L0/ZL oNP %0049
WOSAASNIISNNGR/SYE  ozZp+ %0090 %8Py 0G+1 -v/ieeg painoeg  05Z% WONS _Eom obebuow isiig 0D Wb g 1emod enrewipq  gifLL
Soﬁm LIEg 30p goam 5
elged/ARIG/NdDIATVO/ANEG  zee+ %0090 %GEGS 06+1 +YILY painag 0SZ$ TUON G5 Eom mmmmtos Ea 03 SBg m_Ea__mo Emr_gow m::
wwom:oaw w% %529'8
SOMID/HING/GSIVANG/NCGI/Ba  g126+ %0590 %064'8 05+1 gagrZeey painaas  00cs TON 0L puog sbebuop s ABrsuz seisspy 8LAL
£LOZ/LO/LL @NP %OEE'D
msmw_:zami_‘mmnm_%m«m m.N_Yf %0090 %BEED 0G+1, /14 nmsumm §.2% VONS SSJON ULIS | -WUNIPSN pamosg se9 g osoo_m 8Emw uﬁsn_ v.&:
_o:\zzwc.oow 6102/SL/1L0 8NP %5.8'8
..,Smm;mx\m@wo:s&.\om% m.ﬁ? %0090 %5/8°'8 0S+). -yiceed o%_ax 009% Sid 0L S810N ho_%w "oUuj mmosommm co_céoa ms:
mEN:caF 8Np 9%52¢£°9
wm:\sa_,ﬁo\w«.m m vnﬁ %6290 %GLE0 05+ (U)+yicey panoeg §Z1% HON £ mmwoz _oamm ‘dion SEww uﬁ_i Emcoom_..s Sae
msm___? 8L0Z/LOMZL oNP %EZL L
aool_amwﬁwmni%ﬁo omi, %0690 %9LL L 0G+1 vy paunsesury  009% ,Sz 2 sainuagag AN s comﬁm nwﬁu__omcoo Z0r2L
8E0Z/SLIZL ONP %0062
Io<§\z:mpoom..w53m_, m N_.#._, %580 %006°2 05+1  +gggrieeg pances  052% HON 0g spuog ofeblop ishd 00 IsMOd DUIB[g JBWOlod €072t
€LOTISLITL NP %5/8'8
SO/ING  B'vel+ %0090 %598 0+l +g8gg/dizeeg uanomw 051% WONS SIJON pRInoag oSS >cmgsoo Em_._ m_oc____ _ﬂzmo 3@
SLOZ/LOZL ONP %0SZ°9
NNS/SW/SO/ISYE ozp+ %SG29°0 %i92'9 06+1 vy pamnossuny  052% WON £ sainjusga(] 07 Esoa osum_m c_mcoom_a, wQQ
3ueg sn 6L0Z/SL/L B3NP %0528
\Examg.o%m:\mmmm_s N.mv? %0590 %05Z'8 0S+1 (d)+ggg/ey uesummcn 0s2% VON 0L S3JON lotueg kel uzsm.,m .w mmo mEosm_xo mm\ww
m.,._wg GLOZ/SLIZL ONp %5882
Bmtﬁ;zmﬁ_s\moﬁu@qm h.mmf %SZ9°0 %5182 05+} /A ooploH  05¥$ VON £ samjuageQ jended dnois) jd44 60/CL
om? ELOZ/SLITL NP %066°L (viyi)
S%Emeeoos.oo&wo,@qm ¢ mmm+ YiN %000'8 05+L +gggreeeg painsag 00£$ VONGS mocom mmmmco_z E_u ou @soa m_mcmmcocas oLzt
mmomm :ﬁ anp o\oooo 8 Evv:
s_n_:w‘qm N.mv? WviN %000'8 0G+1 viNIEY painosg  osi$ YWION SC m_ocom &mmto_z Is4 usum_m w mmw _&mwﬁom 61121
8LOZ/SLIZL 8Np x_oom 2 Evv:
w«m w.mnm+ VIN %005 £ 05+1 viNIEY paindsg  (05$ JON 01 spuog abebuop jsit4 %Qw mmw 5%280 Ee_%ow m:ﬁ
| w._.m_>> SLOZ/SLIZ) B3NP %S588°L (%4 98'901 :Buuadoay)
INSLIWANS/ZIN/GANLIDISYE  SLG+ %5290 %229°9 06+l -vrey oopIoH  05% HON £ saimusgeQ fendeg dnoisy idd 221
sisBeuryl  peaxdg pessds [IETEY Ty STUNE M sdiy AN samnag BB Auediion E3t Y
lagosy  ssoig MW dESApOow Yy 850

800¢ Ul butoueuid 1geqg AN o093




Schedule AJK - 3 (

focize o

“ooRno aAsod (d joopno aagebau (U lopeifidn Joj maiAsY (d ‘SpeiBumop Jo) MaInsy (N puabial sBuney /G
8SN/ONd %001°24 5z$ £LOZ/0E/L L 8NP %G2ZL 2
\Emaoomnﬂazmam«m SZiP+ %0090 %Pl L 0S+1 /1A pamsag /¢ TYONS wucom _omsomm Lo_cmm sapnNoMRII 1dd  vLi0L
NNS/ZIN mmow_@:E anp somw 8
\\oow\wmm\oﬁmﬂmzﬁazmu £LTr+ %5180 %005°8 0s+l  +899g/ieeq painoag 6/zZ$ WON 0E yocom %mmtos IS Auedwog uostpg oo GL/0L
z:wn_s, _ ﬁow\m:ov o:u ﬂsomw 8
:oow_‘wm%om«mai_sm:mo £'95P+ %5280 %0058 05+L  +gs8g/Leeg pamnoag gzZ$ 0N 0L _Eom ommmcos_ E_u_ Auedwod uosip3 oMo 9i/aL
v_cmmmzwangw mEQm:E enp Q\oomw w
[RRIgEDIANGHEQLIOIDYE 2'SSh+ %0890 %0068 0§+ +gag/ey pamnoasun  009% TON 0L mﬂoz _oaom oo oEom_m RSegoyed  9L/0L
EoNa:: snp o\ooﬁ m Em? <3:
mmniagm«m €609+ %0590 §8.8 8&. mmmzenmmm paInosg 0O¥3 TONOL wﬂoz vmsuew _o_cmw Jamod sioulllf  0Z/01
memwm.\éoow\omx 8E0Z/SLILL 9NP %S/8'8
IANGISENBQ/STYISOALID  £98bh+  %5/80 %S/8'8 omi, -<=mmm painaasun  00./$ 1IN 08 mﬁoz ho_zmw ‘00 1Mo pue oupsig bl €o/LL
Som__mrf m:u _x_om\. L
oomawmm\mﬁi% ST+ %0S90 %2182 05+ -vi{uley paunseg 052 TONOL mvcom mmmmtoﬁ E_m 8 o:ﬁm_w a_o oERY S0/}
m_m%‘_wsmo\_ﬁﬁaﬂ_ﬁ 8LOZ/SLILL NP %0002
3m¥uzm2>mmawuﬁ_o~om<m Ove+ %0590 %ib0'Z 8¢ {dyvrzy painosg 005¢ WON 0L wu%m ommmtoz m_mu, seuljole Abisuz ang  Zi/LL
m_w%ssmoaﬂ_s EL0Z/SLALL NP %062
_swv_a2m2>mm:on_o6m<m SPe+ %0090 %¥08°§ 05+1 (dvrzy painces  00bS TONS mncom mmmmtos mﬁ seuljosed Abreug eyng  ZiiL
38:9: anp %0028
wmeSE._o YN %09 w.m $8N m - \*/TA" ] paindasuf] QoL$ S/ON OF wwﬁz B_cww Jamod eibioesy  ZiLaL
28:9; F usv ,x.ooo w
oowmmam_i:wwam,‘ma% 09€+ %0090 %910'9 05+l vIRY paunoasufy  0ov$ WON S mﬁoz L_o_cow ismod eifloesy  ZL/LL
m:_m__rs 810Z/SL/0L 2P %0528 (%S2y'p0L Buadoay)
G“_S%oéoomm%wzi% GBE+ %0590 %6862 0S+1 +888/€Y paIndssuny  00zZ$ “HON O S8JON Jojueg ‘00 JUPBlg g sED JyPRd  €L/LL
mEma__\s £102/10/21 9np %0529
momsaoo,_zo@wmm\mﬁ\s% Oly+ %0090 %PZHO 05+1 +ggg/ev painoasufl  0ov$ WON § S90N Joag oo oaﬁﬁm gseDoyord gLl
%&ozﬁ_sm 8LOZ/SI/L L NP %5288
HLOOSISN/ODSEH/SOIDNYE o c1g+ u\%mw a o\oﬁm w 0S+1 +gggreeg painoeg  (00cs TONGL mumom mm%toi Ea oo m&mc_ee__ usomm_ ucm@&o £l
£L0Z/E/0L mz_o §mm m
ASXIINGrISYE Qo+ %0090 %$58°9 - wviulzy paindasuf 0¢% JON S SBJON UL@ ] -Wnipafy Joluag OUOBI] B SEO UOSPNY [eNUSD €L/
£10Z/SLILL 9NP %009°S
1095/0SaH/MNG/EAIANG g5e+ %0090 %PER'S 05+ ey painoasuny 062§ TON G wsoz amgw Auedwog Jsmog eulegery  pi/LL
Eoﬁm:_‘ F m_% §8 w
Wdr  gle+ %0090 %490°9 05+1 ity painoasuny  06% WON§ m&cz s_cww Auedwo) Jjemod iddississiy ~ pL/LL
Sowaoav %u .x,oﬁ m
SIBMINGE 651G+ %0690 %588 05+ +ggg/ eeg painoasun  05Z$ WONOL S9JON oG SS0MIAS TliGNd WIRSOMYINGS  pL/LL
s:sBevep  pesadg pesuds PigLs HEn shuney adiy {Wws) =amonag IS5 Auedwon 380
goay  ssoun AN degidApoop HEL LYo

panuiuog) goog ut buroueul4 1gaq AN 2119913




5 4 “yoojno aagisod :d Noopno aanebau 8¢
N
0 ZanweypeOalse) 8102Z/51L/20 NP %00S'S
u.a _,wo\wmozom_is _.wm%wu GGL+ %0590 %5456 §Z+1 \ /A painsas  0ov$ TONOL spuog sbebuoiy 424 "00) UOSIPT eiLOMeD WBYINOS | L/80
<< 0L0Z/0Z/80 anp dg 02+TWe
@ HINGr - %0620  dq oz+we - -“vieY OopioH  009% VONT saloN Jowsg siey Buneoj4 ‘GO WAYINoS  €1/80
= S N A S s . Lo e . L s e e . R e - .
B hm,m\msm___g.._ﬁhc:wi:: 8£02/51/20 @NP %05E°9
5 smx;zmizm:mm::s\wmo €6L+  %S5.8°0 %PIE9  GE+L viey painseg  00p$ TION 0 spuog mmmmtoz i euBlpy) S_mcm g §1L/80
S A B S ARSI Ao S L . P . . . e e e e e e e . B - ..
mEN;o__mo anp nx.omw g9 ?3:
Wi §2€2+ %0590 %PLL9 O+l ~giu)zy _92885 omw WON 0L meacm%m SBIBN puepooy pue sbuely  0Z/80
m:_goao m% a%mv m
m%mmuoom%wawo pe+ %009°0 Y%P6h'S Ob+L ggg/ceeg nosomw cmmw TONS mﬂoz wmmmtos. m.mw oo sson_ ou_omn_ mtm_w 22/80
mmom:cao w% sm\.m w c_mcoow_z,
»ox\;zmzom 012+ %5280 %EEP'9 ge+l \ /A painseg  00Z% YON 0€ %:om mmmm:oz Em -18M0d STIBIS WaYUoN  £0/60
mi&x%mmoﬁ_c\caﬁo 8£02/10/60 w% e&om L
\om,quOm\S%iwemeo oze+ %548°0 %9252 05+ +84g4/ceeq painoag  Qocs TON 08 mucom umsomm EEow ‘o0 AisAleQ oUDIF JooUD  £0/60
mz._mv_x\mmmﬁmoaaﬁo _ wgmzoac o% goom 9
amé.&num:s%imawoao SZLE+  %0S90 %519'9 0S+1 +gag/ceeq painoag  055% WONOL %Sm umsomw ho_cmw ‘00 AsAiie SURSIT JOSUO  £0/60
mﬁ&x&wmgﬁ_ozozmo msm:g_mo m% o\oomm 5
..omqmaom__.in._,iw.:mo\wo SO+ %009°0 %296°G 0s+i  +ggg/ceeg u.&:oem ommw WON S %com Bsoom B_com "0 AlaaaQ oupaIg JooUD  £0/60
mEN:emo anp ﬁomm 9
HOYWSEN S+ %059°0 %66E'S mﬁp +mmma< vgommcm omwm 1ON Ol mﬁoz ho_cmw .oo usowm Ew mmo msocmzo $0/60
msm:oaa anp o\ooﬁ m
mmvsmeEoE&_wo 062+ %009°0 %69.°G G+l mmm;&? v@:owwc: ommw WONS m&oz L_oaww .E&Eoo kmgon_ o_;o $0/60
Sac%:x_-mtaa_d@z:m ms.% :8 onp gmﬁ g
‘.woa<m=xo<§wm2§2Eo SPT+ %0590 %PEL 9 Sh+lL mmm:mmm uosumw ommw TYON S 0L wucom &mmuos E_u émasoo awmcw E&%m:oo 80/60
3@:93 m% .x_ooo w
zmwa__oiio<a<=_o 00E+ %009°0 %ZP0 9 Sh+l @.SE pssnoosun  goes .:oz m g mmseﬁmo "00) JOMOJ S109|F UISUODSIAA mwao
mBN:e: %u goom w
m_.émoa«m 59z+ %069°0 %0059 Op+L (u-vrey paimoas  goes ION Ol m_u%m mmm%os Eu seg) g QU093 euljoie) yinog mwao
zmw\wmmgﬁx g ENB :8 anp ..\oo% G
Esnmoﬁ_z%oo@w@o,& 292+ %0090 %y99'S Sh+1 viey paindag  pocs WON S %:om mmmy,_os, m,& Emano 52& oomm mmao
wmmhﬂao_ms_ wmowzaaw anp %0092
>zm§a:EQom<m 6'6¥E+ %0690 %052°2 05+L ey ne:ummc: omma TWON 0g mee_.aﬁo WO g Jamod LISUCISIN - 10/0L
wmmnm.%o_mz Ecm;o.é e% gomw z
>zm§n§Euam<m Z'gse+ %0080 %5282 05+ +gg8/ev ugu%mcm cmwm HON O meacm%m B_cmm b1 2 Jemod aeisiot  L0/0L
mSN:QS e_..n n\ooov m
oo@mmmE_Qom,..\m 00+ %009°0 %ZSY'S 8¢ “yIcY u&_smw 0523 HONS mﬁoz a_zmw ‘o uosip3 oA Byl L0/0L
me Jw\m..mznmo : vvom_,m Emo m:v Qoomh S
1SANIINGr/0NLIDISYS  Obe+ %0090 %298°S 0G+1 V7 A paindag  00s$ WONGS spuog sbebpow yg4 "00) UosIp3 Bjuiojlie] WIBINOS  L0/0L
siefieveyy prosds prosdy Dot UEo siunex adiy {mwdl smpongsg nesy Ausduen BB
18y0Ey  SSUD M dRSHAPOOH Rruy RO

Lo sicied

U epelbidn o) mainay 1d ‘epeibumop Jo} manay N :puaba) sbuney

panunuoo) g0z ul Buroueul4 1gaq AN o1308|3




anjoopne anpsod d Hoopno sayebau (u tspeifidn 1o] Mairnay 14 ‘speibumop o} manay N :puabaj sbugey

6§
! 188/S8NVANS/SD/a0/SYa BEO2/S1L/90 NP %00F°9 U] ‘epuclq ABlau3 ssaiboid
x \z:w\mzﬁﬁzwmmamqmﬁ_o g/L+ %G/8°0 @mmmv o 0e+1 R /7A pa;nsag 000'LS WON 08 %com ommmtos E_m ma:u ‘100 Jamod epuold L L/90
@ hmm\me\,zm\ww\me,\m m_.oN\m r,wc anp u\oomo [ ‘o ‘Bpuoid4 >m..m_._m ssaifiold
2 INNS/ISWZVISEd/OHvELLID  €oL+ gomw o %869°G g+l Viev pamoag  006$ VON 0L %com ommmto_z Em e/q/p "dio Jomod epuoid  11/90
S NNS msmazmo m% §mm 9
w0 I00SZYMLISIHTYSISD 022+ nx_amo o $mmm m Ob+L +8g4d/ceeg oopjoH  0SZ% ION 0L mﬁoz s_awm dio) ABlsug @ng L1/90
NNS ﬁoﬂm :mo m% §mw m
100SZYYLLIDIMINSD/SD 022+ §8.o nawmm m Ob+L +888/zeeqs oopIoH  05Z% WONGS m&oz hoemm ‘o ABisuz ang  11/90
maw:cao m:u o\&E. o (anusmewy e/q/p)
ZVVANS/INGPANS/ONYS €52+ %0590 52 w Op+1 gags/1eeg painoag  oshs NUIN GO mﬁoz Esomm s_cow oupsj3 uolur)  Z1/90
OOSZINZY HINBISEN mmo.&m :mo wnu §8 N : _ _
\Ex\moisﬁ%\o@qmﬁa 0sZ+ ﬁ,ms 0 %2902 Ov+lL -yfZeeg OOploH  DOPS TON 0E m&oz Be@w "oU| ‘saainosey uoclwog  21/90
oown_zmﬁazm\mmn &8@:8 o% q\oocv m
TAA/SOIMTNMNGIIOEYEILLID 022+ gomw o .o\pmww.m Ge+1 -vZeeq 0OpIcH 0053 HWONOL m&oz ho_cmw "OUf ‘S80IN0sEY uomIog  Z1/30
O0SIZINZY HINSISEN dq oswktma m% % moEEn
[AIHISOIMNMNGIDEVENLID - %0520  GOR+we - ~vizeesg 0OpIoH  DOES WONZ m&oz B_cmm ﬁwm mc_ﬁom "Ouf 'S90IN0SaY UoIIWOG  ZL/90
wm@m:wo gu §mo m (%zzL 56 Buuadosy)
HOVM  S9L+ $m$.o ﬁo@ m 0g+1 (Urviey paunoas  pLig TONOE mucom mmmm%s_ E_n_ Ses) g OU09IT BUHOIED YOS £1/90
00s mEN:EB w% ﬁ,mmw m
18QIONVEISTN/NGr/ISYS 052+ o%% o .x.\.ﬁ.m mmi. (u}+rggdreeeg  peasnossuny  0OPS TONS S$3JON "0 SWORlg pue SBO SIoWiRg  £2/90
slBAM/USNaPSM _ 81L0Z/SLILD 2NP %520°9
amm?wx%o,qg%wé GiZ+ %SZ9°0 %G20'S mma. viwey painses 0Z1% TONOL mucom mmmmuoﬁ Em Auedwog) tlemod oyep} /020
mamﬁﬁw msm:emo m:u $8v g
Noo@\_,mx%n__.\om(m;Zm €T+ %0050 %LOY'S Ge+1 -v/ieeg pamnoss 0o HWON G %com mmmmtos E_u "ouf ‘sesueniy ABisjus b1/20
m%%%w%@:m%&mo
NLIDIVORISDIINS/DN VS 8S0Z/GL/L0 2NP %059
\oom\io%,\wmmﬁ%xwg 261+ %5280 _x,wmm.m 8&. -VIeY painoes  pOLs JON 0E mucom mmwmtos_ E_.._ &oou_oma pLiL0
u_%m:%m,_sﬁc;w%&wo
ALIDIYOGISOIINSIOYYS 8L0Z/SLIL0 0P %059'S
\ooms._osémmm.s%xm._ 081+ %0590 %¥.9'S 0£+1 ~yey painoag  00se TONOL wuaom ommmtos, Em dioguped  ¥i/.0
ﬁ_gzmz%.&s ﬁogoam %_o _xuoom 9
[OJSITAINLIDIDYYSNOS Sh2+ %0590 o\amem.m EE. gag/ceeq pamoss  00S$ UON 6L w.&oz mmmmuos_ m,mo Auedwogd aaom mgoz 52120
j 0908 mmom:oao @% $8m 9 ouso_oo
MSINSIN/ONGHHITYSO  §81+ %5280 %LESD GZ+1L “VigY paindag  00cs TON 0€ %com ommmtos_ EE jo Auedwio)) soas oland  80/80
| 098 _ " 8102/L0/80 9P %008'S opRIsIOD
MSIANSHN/OWANHITSD  SZL+ %0590 ﬁomm m mN¢ “V/eY pasmag  00cs UON 01 m_Eom wmmmtoﬁ Em jo Auedwog sowiag oHand  90/20
21 m SN:Qmo msu o\ooom w
NLIDMNOABDHOVMHITASY Y2+ %0590 %B05'9 oy+1 -y/leeq painoag  00£s WONOL spuog sbebBuop 15114 0T ‘eueisiioy ABiewy  11/80
siabeueyy pessds  pesudg ST nen sHugen adiy {wegd BIMIONRS NS Aupduion e
apoay  ssmn Y TBAPOOW HEL UG

panunuoo) gooz ul Budueuly 1qaq ANiN oM108|3




fo

S
o wo\oom.aﬁ%_.w(m\io«a 81L0Z/51L/50 8NP %0562
y.n Bm%w%maﬁ_o:sim._ S8+ %000'L %056 09+1 +mm:zvmmmm vezummc: 0s€s UON 0L SOJON PainNoasu) JOIUSS  ODIXaW MaN JO "0D S0AG DlIQnd  80/S0
< ﬁ:%miomm\sn_:mo S102/GL/G0 ANP %0526
o Eo\io%,\wzns\m«mfu., 885+ %005°} %0526 - ‘mmzzvmmm oopjIoH 0568 TON £ $SION JoluRg mooscmmm WNd  60/50
-5 A e A e e . i P Aot e A e . .
B E mwow:oao anp %000'9 Em? <§:
5 m_ﬁiﬁx\woﬁmm&?ﬁs ocz+ WN %0909 Ov+l rmmmz&mmmm painosg  5/e8 ONOL spuog abeblop isud BUBISINO SSIElS h_zw @o&m ZLISO
S AR < AR A et [P PN . VA e A AR AR P B TAN AR Y PO . L . v i e
%Bu&s 810Z/S1/G0 2Np %0019
@mi.&mh%wé%m G+ %0590 %0018 e+l -mm@avmmmm umsomwc: 0SLS “WON 0L SOION ?masoo o_:umm Reﬁ €LiS0
mE 810Z/L0/S0 @8NP %050'9
E_oﬁz\z:w,.im.:wo;_,“m 0ZZ+ %059°0 %180°9 GE+1 mmma« ug_aw%: 05E$ TON OL m&oz B,mmm oo mssn_ Emzsow mnps%o £L/50
S wsm:oao %_o %GLE9
mm: va+ .x_omw o %Z8E"9 IE+L +mmm\€:mmm umsumw 06% HONOL %com ommmtoﬁ ISl ‘00 ucﬁmm ssmﬁ Eaam mﬁ m:mo
Zin/Zlswwo) mSNa:E 8np %008'9
_Sm%ozm..io,qﬁsm:w«m SN+ %0690 %Peg'S 05+1 -mmmzcvmmmm 8n_ox 005% VON 20 SSJON &oo S%F._ m&:om_z G1/50
Nms.ﬂmssoo £L0Z/L0/E0 ONP %0519 @&R 8F mc_couowmv
\Ex\ozﬁio<>a§aﬁ‘w<m Nmm+ %0090 %650°9 Se+l -mmmzsmmmm 829._ 00Z% YONEY mﬁoz Eoo 8%;“_ mezom_z GL/SO
cwsnggmg Eom:omo NP %059'S ?&Eoo
atm«_m.‘io,qaé_u\om«m 0gl+ .xucmw o %E89'G 0S+L +mmm.a< uosomw 00£$ ON 0L spuog abefuow M4 hgsoa Em Em_._ sesméoo 2._. 81150
_ g102/10/50 anp %0009 m,__nmaEmI
ﬁ:%msat;zmamqm GLZ+ %059°0 %EE0'S SE+i +mmm:mmm umsomw OLLS TONOL mucom mmmmzoﬁ Em MSN JO "0 SOINIBS DIgNd 6L/S0
j_B 8 Emaoao anp gaov 5
\oo@om_w:\m%m%m% SSi+ %0590 %6SY'S SZ+L LA pamnoasun  05Z% WONOL m&oz ho_:mw Aueduio)) lamod eibioesy  /z/50
mgm\m L/90 m:u %0699
ASDVATIVOIANG 892+ %0590 %5863 Op+1 gasg/ieeg us_amm:: ommm /3N Ol SOJON OT11em04 098|0)  8Z/650
8E02/L0/90 NP %005 2
SO 082+ %G28°0 %v.S2 0S+L gagreeg pamassufl 06i$ HON 0€ S9ION .aeow E&Eoo ocﬁo_m ommn_ _w 6Z/50
‘ ﬂom.;oao anp @Smm 5
ﬂ.&&%mﬁ%ﬁﬂﬁ% opZ+ %0090 %659°G SE+1 -mmmammm Su_ox 0S2$ WVON S SSION J0IUSS mme_% mmmzuoz 20/30
8L02/51/90 oNP %009°S
wmmt,z?;m&ﬁo 2? %0590 %BLYS 0S+1 -VieY uosomm 00€$ WON OL msoz B_cmw %masoo Sm_um “,ﬁma wﬁ ¥0/S0
61.0Z/SLILD m:u %0SP'9
wmmasm:mos%m G52+ %0590 %G59%'9 0G+1 mmmxa_‘%m painoasufy  00¥$ WIN 9°0L SajoN Joeg 0D hmaoa uEum_m Emﬁm;:scm $0/90
._._;s _ 8102/51/90 8NP %051°9
\owhﬁammkasimzﬁo GLz+ %0590 %5619 SE+1 +mmm:mmm Suwox 005% TONCL SOJON a,acm masww 60/90
£L0Z/SL/90 NP %05E°S
xﬁhﬁawmmﬁﬁb@«@wo 891+ %0090 %255 0S+1 /A oopioH  05Z% WONS samusqag 2_ _Samu %ew .u& LL/80
110Z/21/90 onp dg gg+uie
MY Y/SaN/HINOHYEISO VN 9%06€'0  dq g+ e - /A ooploH 0528 WONE sasnjuagqaq ey bueo)y ouj feyden dnoi9 1d4d 11/90
ssefieugy  prsaiy pesudg pioLs fi2n sfuney adal trmwsl BATRONNN 8BNS Ausdiion a8y
fayosy  S50ID M dESAROOW WUy BYD

“oojno aawsod :d 'yoopno aaiebeu (U lapeibdn 1o} maInsy 4 ‘apeibumop Joj mawnay (N :puaba) sbugey (g

penuiuod) g0z Ul buoueul4 1geq Aunn ou109|3



“oopno sasod d yjoopno saebsu (u ‘apeifdn 10} meinoy (4 'SpeIBumop 1o} maiaay (N :puaba) sbuneny |9
S”
[ap]
< THAVHOYM LEOZ/SLILL ONP %00S°9 (%1696 Buuadoay)
P TZINIANS/INNS/WGMLLED  SPE+ .ﬁ% 0 .x.::, g Ge+1 +dgg/Leeq paindag  08Z$ WON 262 SIION Joas  Auedwo) Jamod JUloa|3 SBUIO0d  ¥Z/E0
B 8L0Z/1L0/p0 @NP %0S2°S (MM L)
5 sSvya  SZT+ WN %59.°G GE+1 {d)-v/(d)cv pamoas  00LS TON 0L %Em wmmmuos_ E_m 00 co_mm_swcek [eucheussitl  6Z/£0
SHRMPRANI0SNNNS/LID Eow_;eeo anp n\oom\. S Em? i)
Ezms._o,qiwm@om«mfw‘_ GZT+ o\oomm o %pll'G GE+L +ggg/ieeg oopIoH  059% WONOL m&oz hoemm sBuipjor Afioun ueoUswiypIN  GZ/E0
m@s 28:98 m% g%m m
IPSANVATDIISYS/SOIANS/ISEN omm+ Q\Smm Q %2666  GIS+L +8gg/Zeeq pamnseg  062$ VON O %com mm%uos_ wﬂa diop eIsIAY  22/60
_ _ wwow:evo o_.ﬁ a\oomw 9 (dym wiplL)
asn/alid/MHI3IVANS/OHYd  §.2+ %0590 %2829 sh+l {d)-gggsdiceeg pamnosg  Jce$ YWON O} mmsz _omsuow ho,:mw jamod sioulli  LOWO
_ wsm:evo anp %000°9 (3nuasuiy e/q/p)
xiNﬁ%a:mo 052+ %0590 %LP0'9 O+ gaa/ey psnoag  052$ ,zoz 2 msoz _Ssumw komcwm JUPIZ UoIY  LOAO
mﬁacﬁéﬂsﬂﬁ_smx 88:93 m% .x,omu m
Eoo.c,ﬁmawmmas;zm o¢m+ ﬁmE o %ELLD ge+1 -yiuliy paindasun  009% WON 0¢ meacmamo AN O UOSIP3 UOD  LOMO
mm_mz<5<mmmim<.§wx msgevo %n %058 m
MNODIAVIENSENTNIANE am~+ %0590 %988 GE+1 iy . painoasun  009% WON O} masﬁgma AN O UOSIPI UCD  LO#O
ms.o.:g.vo m% §mm i {v¥pi)
oow_,suaw«m\im._:ﬁ o+ N %0052 0S+1 ga/eq panosg  00bs eoz w mmsz _omsomm ho_cmw sesudieiug OOVdl 200
zmw:mxﬂﬁ wmoﬂm:vo m_.ﬁ @Smo 9
;Zm,.n_zm_qwmmam_«@m«m 12L+ %5280 %0.0'9 oe+1 VA panoag  009% ._Bz om %zom mmmmuoﬁ m.& seujoien ABisug ang  60/40
znw:,mxmi wsms :3 w:_o _,\992 g
IANS/INS/ISEY/OYVYEISYE 681+ %0590 %6L1°G 0e+L vR_Y pamnosg  pOes ON 0} %%m mmmmzos yg4 seuljoie) ABlsug exng 60440
wsﬁs..mo %n %00£°S
00S/Sg/dNg 8.1+ «nooo c a\ao_‘m m 0S+L “yi{uley pamoss  pobS JON 01 mﬁoz Eﬁé:_umﬁ umsomw wmw ucm o:ﬁm_m 85_@@ oﬁ:a 04L/p0
mawaﬁo %u a\om?, m Em.s, «3:
moE.Qﬁm« 9'682+ VN %59y’ - -~y pamngosuny 00t$ VONG ww«oz »o_:mw 00 JaMOd WIBYnog B0y L0
oowN_E\rszzm _ Somaﬂg m% gomc g
18AISYAHOYWSEH/ONYE 561+ a\oomm o ﬁm@ S GE+L -y/ieegq painossunl  009% WON 0L m&oz .a_cmw .oo bo;onm Em usomm eubinA  vLAO
) 8E0Z/0E/70 TP %059°9 (m vovl)
Wdl/So/aa/Sve 522+ VN %E£89'9 Se+l YRy oploH  000°L% 3N 08 S3jON A8 mummsn_ _mco;msoe_ NO3  SL&0
, 81L0Z/0E0 8NP %008°S Em.s, ,%SV
§n_:mw\m@m<m SZe+ YN %869°S Ge+l N 7A 0oPIOH  000'Z% ON 0L wﬂoz Ag eoueuld [euoeWBIVI NO'S  SL/V0
m_ﬁiz:m\om_mmﬁammx wBN:emo m% ﬁoam g
Gx,qm\fo.qa\wmmiu._ z82+ %0590 %4159 Gy+l -ggg/1eg 0IpIoH  poES VONOL m&oz aaww "oup ABrsus wiodgieuad  L0/S0
w:E mmoma :mo mzu o\ommw w
ZINZYVAIVDIHI VLD SSL+ %528°0 %yl 9 GZ+1 viZy painsasun  00cs ON 0E S910N Joag Aueduio) Jamod Bwieqely 80750
sisbeuey pesuds pesig DISIA gEn sBuien 2di} {ws) fINHS angst Ausduion s3e0
oIy SS AW dFSAPOOH HUY BHo

panuiuod) g0z ul Buoueul4 1ge@ ANnN ou309|3



fio ]

“Joopno aaisod :d Hoopno aapebau cu lapelbdn 1oj MaIASY 4 apeIBumop J0) mamsy N :puabs sbuney zg

h
o
X
=
o
B 810Z/LE/10 @NP %0S0'9. (yyi1)
£ WNdreouswod/syamHIsD ove+ YN %G0L™9 e+l (d)-ggg/(diceeg  oopjoH  gees 0N 0L SOION ho_cmw diog sbuipjoH 211 §L/10
mmcgﬂs onp %0519 {vyrl)
Wdr/esuswol/Sya/HIYsSs 6281+ WN %2LL'9 oS+t (d)-vi(d)ey pamndes  gli% TON 08 .....Eom mmmmtos Ea JTTIsaMpiN 031 SLAO
POANSINN : wmogoao m% g_oﬁ m
:ma_an_s;wxawm%rzm ozz+ %5290 %L6Y'9 Se+l +898RY pamoasuny  00Z$ TON 08 mﬂoz B_cow ocﬁw_m _E_m mmo mEocmyo 8Z/10
E_mmwzo .5.=>2wm wwcm_;o..mc 3np %06E°S
mﬁ_si%mwm&\,zmimﬁw ipl+ %0S9°0 %UBLE'S ST+l viey pamoag 0SS WION 0L spuog mmmmzos_ m.& ABrugz 0034 S2re0
N_sz 8£0Z/SLIZ0 m% .x_omm 9
v_mom.ﬁmoaﬂmamm:imaww 0LL+ %G28°0 %19¢'9 OS+1L +888a/ey Bsomwc: 8% HON 0€ mﬁoz hoaow ucsmm _Sm mmo syped  92/20
N_E LL0ZI0E/LL m:u ,smmo m ?\ncmm _‘2 mcam%wmv
xmom.%mo%_m,qmm:im.zmo 6oL+ %059°0 %Lib'S 0c+L +8g8/ev painoasun  002$ HON 0L m&oz hoamm SLPSI] pue seg olped  92/20
: 0L0Z/ZLIE0 @Np §° h?._sm
wmaﬂs_qox,qm WN %0620 §l8+we - “y/u)ey painoes  00es OWIG/ON Z spucg wmmm:oﬁ m,mu_ mmw _gm osowm 8_23 o_zsm S0/€0
0Z0Z/LOIVD m:u gomw w
SIRM/SEN/LA/ISYE 092+ %0590 %1629 op+l  {u)+ggg/Leeq ooploH 0528 UONZL m&oz «Ewh Eaums "dic) YNVOS  S0/20
mmom:evc m% ,x,omu m
rpa Sil+ %051 %0SZ'9 - -yrieeg peingesuny sZi$ SION LE $SJON %Eoﬁ B_cmw ucw mmsu_ox a___S cmhﬁm> S0/€0
0oSrIey 8L0Z/L0/E0 SNP o\gmm.. m
\Exio%&zmam«ms% 9'6/Z+ %0590 %G.E 9 Sy+i szmmmaam« Bsumwcm oma ON Ol m&oz 00 Em_._ ?waoa z_o sesuey  90/£0
z:w__wﬁmi mSN:eg %u $8m 9 mmg_p_mo Emnm mwmao_m e/q/p
aw‘m«.u;zm\io,qg% GBL+ %G/8°0 %ELED oe+1 YrRY Bsumm mwmw JON 0¢ spuog %mmtoﬁ “w_u Em: m ho;oa ms_emo 0L/€0
j_%__miﬁzmaoo 810251160 u% ﬂsomm g
ama....wmm_coom\n_zmam‘qm GZZ+ %0590 %669°G S+t gag/i.eeq Bsomw 8% TON S0l spuog mmmmuo.z Em ABreug ssewnsuc) 0160
28;98 m% _,\nomm m :
%ﬁmm%ﬁ%ox«,m OLb+ %059°0 %062°S ST+L /1A pamoag  00S$ TONOL %com mmmmuoa weu ec_sc hmaon_ m&sw smﬁsz L1/E0
0L0Z/LLIE0 m% % mm,jew
z:m\m<m§o§§% N %0520  SG+WE - N rA u&_ammc: ommw WONZ SOION Josg mﬁm m:_ﬁom lamodeilbioss  Zugeo
xmw_aoﬂ._zmw\oow msmm:mm m% $8m m
MNAr/dNG/SaY/oNYaISYE ShT+ %0590 %928°'S Ob+1 (d)gageeg pamses  004$ WON Ot %:om mmmmuoﬁ E_.._ UOSIPT YJIRSMUCWIWOD  §1/€0
sSaMZIN mmowm :3 anp %000° u
ZYVATIVOISEINGTIOEvYYE ogc+ %S.8'0 %ESO™L 0G+L gggru)zeeq painoasury  0ost T/ON 0 mmwoz ho_cmw amod uewpeljeddy  sL/c0
8102/S :8 anp o\aoom m
HOVYWSEN/ONVE/SaY/H31  06L+ %059°0 %SYE'S 0E+1 /A paIndesuy  05e% TONOL SSJoN Jojuss ABrouz ueousWvpiN  6L/€0
spleuep  peands peoadg Mo HED s8upey adh) {aas) SAVONLIIEG HISSE Auveduon #Heq
Bosy  $S0I9 MW SPSIAPCON sy 1840

panuiluod) 8oz ul buioueul4 jgaq Ajnn oL09|3



Schedule AJK - 3 (

poia

TN R R BRI et A RS AL L A S A e et

8€0Z/SL/10 8NP %0009

Hoopno aAnsod :d ijoolno saebau u lapeifidn 10} mainey o ‘apeibumop 10} MaIASY N :puebal sBugey €9

rm._\wmm\ma\woaxo.qzé% mw?. .x,ﬁm o ﬁoo,m oS+l yiid)zy pamndag  005$ ON0E mucom mmmmto_z xﬁ seuljoie) ADiug a¥ng 20410
wsﬂmxs o% ,x,omm G
xﬂamm\mo\wo\igﬁs% m3+ %0S8°C %¥BTS SZ+i vi{d)zy painosg 00v$ WON 01 %com mmmmtoﬁ mwm seuyole) Abssug axng 20410
mmoﬁmzs %_o o\oomo w ses
N_ E:mﬁao;zﬂm Nt+ %5490 %IS09  0S+l (u-vrey paindag  05Z$ UWON 0¢ %;om mmmmto_z Em g SURPS|3 euljOIR) YINOS  J0/1L0
mwoﬁmwap m% n\oomw v (%25 001 Buuadoay)
sgy Emm\zsszm\sa:om% £SL+ §8 o %¥ZL Y  STHL ey paunossury  00gs TONG wmsz B_cmw smod eweqely  80/10
wnaﬁmzs %v gomv 9
J08n \z:m\oowazmamm:ns\mo SLZ+  %S28C %E/¥9  se+t  (d)aggreeeg paindag  OGv$ HON 0¢ %:om mmmmtos_ E_m UOSIPT UHeaMUOWILLCD  60/L0
m__wgmﬁc,wxammxao wmom:oac o% a\oomm g
\QQ\IQ%%EEQ;.EU mm$ o\omhw o %686'G  §Z+L vicey pamnoag  009% WON 0€ %:om mmmmto_z «ai Wb 2 1emod epuold  01/10
m<o;5ma=@,s wmom:oao m% .x.omm m uosip3
JA3WNGIHITALIDIANE  09L+  9%5/80 %E86S  SZ+l LA painoag  009¢ TON € spuog abeSuHop g4 BILIOHIED WIBYINOS  $L/L0
siabeuey pessds  peoadg PIsiA e sBunpen adij {wipst eamonalg BIEs) Aveduors  aeg
iBjjosy  sson MW dgsiApoon iy BUG

panunuo) ooz ul Buioueuld Jqeq AN 01108|3




- www.moodys.com. .

Shedule AJK RF-4 Page 1

. | | | " MoodysGIobal
Special Comment [ lnfrastr ucture

Otber 2008

Table of Contents: |
Overdow = U.S. Investor-Owned
onclus:ton 13 ] e
APpenchcs w  Electric Utilities
Moody’s Related Research 16 Somewhat Insulated But Not Immune from
Credit Market Stress, Economic Weakness
Analyst Contacts:

= Fundamental industry outlook for U.S. electric utilities remains stable

New York 1.212.553.1653 s Liquidity appears adequate over near-term, but for most utilities only with
continued unfettered access to capital markets

Jim Hempstead 1.212.553.4318
Senior Vice President w Perception of increased investor interest across the entire capital

: structure - possibly indicating a defensive flight to quality — viewed
Mike Haggarty 1.212,553.7172

positively given utilities’ long-term financing requirements

Vice President / Senior Credit Officer = Proactive actions to bolster liquidity availability and strengthen balance

Mihoko Manabe 1.212.563.1942 sheet viewed as prudent given current economic and financial market
Vice President / Senior Credit Officer conditions
Allan McLean 1.416.214.3852 = Reluctance or resistance by some utility Boards of Diractors to issue
Vice President 7 Senior Credit Officer common equity, given current economic and financial market conditions,
viewed negatively — especially if utility encounters some form of distress
. A.J. Sabatelle 1.212.553.8756 gatively — aspecially If utility encot

_ over near- to intermediate-term horizon
Vice President / Senior Credit Officer . .
= Continued support from regulators provides reasonable recovery of

Kevin Rose 1.212.563.0389 prudently incurred costs and investments with a reasonable retum in a
Vice President / Senior Analyst timely manner

Laura Schumacher 1.212.563.3853 » Financial profile continues to exhibit stability, but some modest
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Overview

With credit markets in flux and the U.S. economic downturn gaining momentum, the nation’s investor-owned
electric utility sector is in an enviable position compared with many other industries. The business model
associated with the sector is relatively recession resistant, since the primary fuel for every functioning
economy is electricity. As a result, the sector tends to enjoy widespread support from its legislative and
regulatory authorities, who, in our opinion, prefer to regulate financially healthy companies. This support is
evidenced by the relatively stable financial profile that the sector has produced over the past several years,

Nevertheless, the sector is not immune to the current tumultuous environment in the broad, macro markets,
nor is it completely immune from the effects of a protracted recessionary environment. For example, the sector
is an enormous consumer of natural resource commodities (including uranium, coal and natural gas), which
have been exhibiting a significant amount of pricing volatility. Roughly half the sector's volumes represent
commercial and industrial sales, which could be negatively impacted by a protracted recession, and there are
risks associated with increasing bad debt expenses.

in the current environment, our primary concern relates to consumers who may reach a tolerance point to
absorb annual rate increases. If this tolerance point is reached, consumers may seek some form of a bailout
from their elected officials and regulators, thereby creating incremental pressure to limit rate relief and / or
defer costs or investments. We incorporate a view that the sector is attempting to request financial relief more
frequently, with lower average annual rate increases, in an effort to limit the potential risk of future rate shock.

A large portion of rate increases relate to costs that are currently being “tracked,” or passed through directly to
consumers. As a result, a significant portion of the annual rate increases are beyond management's control
(i.e., fuel commodities) and could be subjected to longer-term recoveries by regulators. These pass-through
expenses (which typically do not include an authorized margin component) could increasingly be viewed by
‘ regulators as materially lowering the overall business and operating risk profile of a utility, thereby resulting in
lower authorized equity returns.

Furthermore, we note that many utility business plans incorporate a view that material capital expenditures are
necessary over the next few years to support, refurbish and/or fortify the existing (aged) infrastructure; that
environmental costs, which are a component of the infrastructure, are aiso increasing due to increasingly
stringent mandates; and that costs associated with an aging workforce are growing at an increasing rate. A
protracted recessionary environment may mitigate, but will not eliminate, these challenges.

Until recently, the sector was sharing some concerns over its ability to attract enough capital into their
businesses to finance these infrastructure investment needs. A recession-induced slowdown could provide
improved reserve margins over the near term, and offer the sector a chance to “catch up” with infrastructure
improvements. Given current economic and financial market conditions, an investor “flight to quality* for the
sector could be perfect timing for many utilities.

Liquidity adequate near term, assuming ongoing market access

Near-term liquidity is by far the most important factor for near-term ratings stability (for purposes of discussing
a company's liquidity, near-term is defined as approximately 12 months). The utility sector appears to be
adequately positioned with respect to its overall, near-term liquidity profile, but this incorporates an assumption
that many utilities will continue to have unfettered access to the capital markets.

In general, the sector’s liquidity can be characterized as having relatively low cash balances. However, utilities
typically maintain a significant amount of availability under their bank credit facilities. The majority of these
bank credit facilities were initially multi-year, fully syndicated facilities and they generally have a few more
years before their scheduled expiration dates. The typical credit facility also has refatively modest financial
restrictions {(covenants) incorporated into the credit agreement and there usually is no material adverse
change language regarding an-going drawings. This is a critical point to any liquidity evaluation or
assessment.
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access to capital will not be impeded.

Table 1

I Senio'_r'.Unsécu_red- : Sho_rt-*-ferm R

' .Total-

in the table below, we show a summary of the cash sources and uses, on a consolidated basis, for a selected
peer group of parent holding companies and large operating utilities in the sector. in general, cash sources
include cash, availability under the credit facilities, gross cash flow and pending asset sales; while cash uses
include capital expenditures, dividends and / or share repurchases, scheduled debt maturities and any other
pending payments (such as tax payments or pension contributions). As evidenced in the table, there are a
number of large, well-positioned, investment-grade companies whose business plans incorporate a view that

L ] R At K - Total ". Net Sources/
Company.. - o oo Rating T ~Rating -~ . " Qutlook . Sources -Uses ° - Uses
AEP Baa2 P2 Stable  '$7.0  $5.8 $1.2
Conkd NY . Al P-1 Negative $3.4 $3.7 (50.3)
Consolidated Edison A2 P-1 Negative $5.6 $4.3 $1.3
Dorminion Resources Baa2 p-2 Stable 6.6 $7.8 ($1.1)
Duke Energy Baa2 p-2 Stable $7.4 $8.2 ($0.8)
Duke Energy Carolinas A3 P-2 Stable $2.6 33.7 ($1.1)
Exelon Corp Baat P-2 Stable 512.6 7.4 $5.2
Pepco Baal P-3 Stable $2.1 $1.9 $0.2
Progress Energy Carolinas A3 P-2 Stable $1.7 520 (50.3)
PSEG Baa2 p-2 Stabte $5.1 $5.4 (50.3)
. Public Service E&G Baat P2 Stable S5 $1.6 (50.1)

SCANA Baat NR Stable 51.6 §1.7 (50.1)
Southern Company Al P-1 Stable $2.6 $1.8 50,8
Virginia Electric and Power Baat P-2 Stable $4.2 53.9 $0.3

* Conporate Family Rating / Senior Unsectired

Steps to bolster liquidity, balance sheets key amid market stress

In light of current economic and financial market conditions, any action to increase capital, increase credit
capacily, eliminate refinancing risk and otherwise inoculate the business from capital market volatility should
be viewed as a significant credit positive. From a liquidity perspective, Moody's does not view the recent
announcements by some utilities that they are making material draw-downs on their bank credit facilities
negatively, since it simply transfers the source of cash to cash from the availability under its credit facilities.
Nevertheless, we would be concerned if the current conditions in the financial markets, which include a
disruption to the commercial paper markets, were to remain in effect for a protracted period of time or if the
ability to access the term markets weré to be disrupted for an extended period of time, These risks argue for a
relatively quick reduction to these drawn facilities before liquidity has a chance to become stressed over the
intermediate term horizon.

As a result, we are increasingly focused on a utility’s execution strategies associated with managing near-term
liquidity and its overall approach to corporate finance policies. In general, we incorporate a view that utility
management teams will act in a reasonably conservative manner when addressing their liquidity strategy. We
view some recent actions on the part of several utility companies positively, which includes recent additions to
bark credit capacity (Duke Energy, PPL), the pre-funding of near-term scheduled maturities (SCE&G), and the
issuance of common equity (Xcel Energy, Otter Tail Power Corp).
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Business vdlatility dictates !iduidity capacity néeds

From a liquidity perspective, Moody's tends to group the sector first by rating category (investment grade
versus non-investment grade) and then by the inherent cash flow volatility incorporated into the business
model. In the table below, we summarize a recent grouping of utllity and power companies that could benefit
from materially increasing their total available credit capacity:

Table 2

o R Senior Unsecured - -_'._S_tios’-t{f‘;eﬁm'---f . o Seniof Unsecured . “Short-Term,
Company . - . oo oo Rating . o Rating . -Company. ... i o7 oRating  Rating: -
AEP Baa? P2 Allegheny Ene Supply Bat NP
AmerenEnergy Generating Baa3 na Calpine Corporation “*B2 SGL-3
Black Hills Corporation Baa3 na Dynegy Holdings **B1 /B2 SGL-3
Constellation Energy Baa2 / RUR Down p-2 Edison Mission Energy **Ba3 / B1 SGL-2
Dominion Resources inc. Baa2 p-2 Energy Future Holding Corp. »B2 SGL-3
Edison International Baaz na Mirant Corporation “B1 SGL-1
Entergy Corp Baa3 na NRG Energy ““*Bal / B SGL-1
Exeton Corporation Baal P-2 PNM Resources, Inc, Baz NP
. Exelon Generation A3 p-2 Reliant Energy **Bal / RUR Down SGL-1
FirstEnergy Corp. Baa3 na
FPL Group, Inc, *A2 P-1
Integrys Energy Group, Inc. A3 P-2
Otter Tail Corporation ' A3 na
PPL Corporation *Baaz na
PPL Energy Supply, LLC Baa2 P-2
PSEG Baaz P-2
PSEG Power Baal na
Sempra Energy Baal na
TransAlta Corporation " Baa2 na
* Issuer Rating
** Corporate Family Rating

*** Corparate Family Rating / Senior Unseciired

In our opinion, most companies in the sector that maintain significant non-regulated business activities, which
we tend to view as being higher risk, non-core (fo the regulated utility operations) and more volatile (to cash
flows), will need to maintain robust amounts of liquidity capacity. This liquidity capacity needs to be sized at a
level that is sufficient to withstand the relatively high amounts of volatility associated with the commodities that
are being hedged as well as the cash flow and earnings volatility that may exist with their non-regulated
businesses. Often, the volatility assoclated with natural gas and power commodities have surprised utility
companies, as well as non-regulated merchant generators.

In addition, we view the steady exit of large financial institutions as counterparties in.the commodity trading
. and marketing sector as a fundamental credit negative for those companies that engage in these hedging
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aétivities. In our opinion, the exit of counterparties could result in a decrease in market quui&ity. a decline in the
length of contract liquidity and wider bid-ask spreads.

Investor ‘flight to quality’ facilitates capital market access

Although credit is tightening substantially even for investment-grade companies, U.S. utilities continue fo
maintain reasonably good access to the markets. Borrowing costs are increasing, but utilities have been able
to boost their liquidity capacity with additional revolvers or other credit facilities from banks. They continue to
tap the capital markets for term debt, both on a secured and unsecured basis.

We believe the sector will maintain access to the markets. Investors perceive utilities as a safe haven,
presenting the industry with ready access to debt and equity capital to finance capital expenditures and
dividends. This “flight to quality” should particularly benefit utilities that have reduced the overal} operatsng risk
of their business activities during the last few years.

Market access is coming at a higher cost. But interest rates remain modest by historical standards and utilities
generally have rate mechanisms that allow them to recover higher borrowing costs from customers. Still, the
credit crunch has contracted the availability of commercial paper for some issuers and has substantially
widened spreads over Treasuries for intermediate and long-term maturities. Since August, the sector has
issued almost $7 billion in debt securities. We observe that a majority of these new offerings are from single-A
rated utilities and primarily include senior secured debt.

Table 3

10/7/08 Southem Califomia Edison FMBs

§500  5.750%  5.862% Sy 340

A2
10/7/08  Detroit Edison G&R Mtg A3 $250 6.400% 6.462% 5yr 400
10/1/08 Interstate PRL Sr. Unsec, A3 $250 7.250% 7.375%  10yr 358
10/1/08  Wisconsin P&L Sr. Unsec, A2 5250 7.600% 7.750%  30yr 350
9/25/08 PECO Energy FMBs A2 $300 5.600% 5.664% 5yr 263
9/25/08  South Carolina E&G . FMBs A2 $250 6.500% 6.538% 10w 265
9/25/08  Wisconsin Electric Notes At $300 6.000% 6.041% Syr 300
9/4/08  Oklahoma G&E Sr. Unsec. A2 $250 6.350% 6.399% 10w 275
9/4/08  Ohio Power Sr. Unsec. A3 $250 5.750% 5.769% 5yr 290
9/3/08  Northern States Power FMBs A2 $200 6.375% 6.433%  30yr 210
9/3/08  Oncor Electric Fallaways Baa3 $300 7.500% 7.526%  30yr 320
9/3/08  Oncor Electric Fallaways Baa3 $550 6.800% 6.815%  10yr 313
9/3/08  Oncor Electric Faltaways Baa3 $650 5.950%  5.982% Syr 305
8/27/08 Sierra Pacific Power G&R Mtg Baa3 $250 5.450% 4.494% Syr 247
8/21/08 Duke Energy Indiana FMBs A3 $500 6.350% 6.365%  30yr 193
8/13/08  Southerm Company Sr. Unsec, A3 $600 L+70 L+70 2yr N/A
8/11/08 Entergy Louisiana FMBs Baai $300 6.500% 6.509% 10yr 248
8/11/08 Southern California Edison FMBs A2 $400 5.500% 5.575% 10yr 155
8/6/08  Public Service Co of Colorado FMBs A3 $300 5.800% 5.8204 10w 175
8/6/08  Public Service Co of Colarado FMBs A3 $300 6.500% 6.531%  30wyr 185
TOTAL ' $6,950

Source:; Barclays Capital
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Recession effect on infrastructure investment plans unclear

If the current economic and financial market conditions were followed by an extended recessionary period, the
sector could experience some pressure. A recession could contribute to lower annual average volume growth
percentages, or perhaps even volume declines: Depending on the environment, consumers may quickly reach
a tolerance level where they more vigorously object to annual rate increases — and articulate those concerns
through the political and regulatory processes.

In addition, many regulators may incorporate a view that some of the supportiveness offered to utilities — in the
form of expense trackers and/or riders - argues for a lower authorized return on equity, a trend that appears to
be continuing.

More importantly, many utilities are playing “catch up” with respect to their investment In their infrastructure. As
such, a recession-induced decline in volumes could be viewed as a long-term credit positive ~ since it provides
a utility with additional time to strengthen and refurbish its network without the pressure of tight reserve
margins. On the other hand, these investments should result in incremental rate increases, which could
exacerbate pressures on regulators to limit near-term relief. Aithough longer-term relief may not be completely
out of the question, many utilities are reluctant to incur the risk of sizeable deferrals on their financial
statements.

Reluctance to issue common equity viewed negatively

Excluding the potential implications of recession for the sector, fundamentally we believe the sector should be
increasing its equity financing targets, as evidenced by its substantial negative free cash flow generation —
both historically and prospectively — and given an over-reliance on incremental debt financing,

. Chart A;

Average Debt Qutstanding
$9,000
$7.500 f——o
$6,000 |- - - 3
$4,500 -
$3,000 -
$1,500 -

$-

2004 2006 LTM2Q08
# HoldCo Debt &3 OpCo Debt

Source; Moady's and company regorts. Figures in U.S. $ millions.

Considering the current economic and financial market conditions, it Is our opinion that the landscape may
present a clear opportunity for utilities to access the equity markets on reasonable terms. The sector has
significantly outperformed the broader stock market over the past few years, it continues to enjoy reasonable
valuation multiples when compared to other industrial sectors and our perception that investors may be
increasingly seeking defensive investment opportunities leads us to conclude that aceess to equity capital is
ready and available.
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" Chart B:
Relative Stock Performance over past 5 years
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However, some companies continue to exhibit a reluctance or resistance to issuing commeon equity, which we
view negatively. In the event that some utilities defer their equity plans, and subsequently experience some
business or financial distress, Moody's would likely incorporate only a modest amount of tolerance before
. potential rating actions followed. i

Utilities retain good regulatory support

The support provided to the U.S. electric utility sector by state reguiators is the primary foundation for long-
term credit stability. In general, Moody's incorporates a view that regulators will provide reasonable recovery
for prudently incurred costs and investments with a reasonable return of capital (and on capital) in a timely
manner, In addition, we incorporate a view that utility companies often behave as constructive corporate
citizens within their authorized service territories, and that they have impressive constituency cutreach
programs, This contributes to our view that utilities also enjoy strong support from their elected officials in the
legisiative sector.

As depicted in the charts below, the support provided by regulators is evidenced in the sector's relatively
stable revenues, earnings and cash flows. We observe that there has been reasonably steady growth in the
revenues for both vertically integrated utilities and their parent holding companies, while cash flows have
remainad relatively steady. The divergence between the revenues and cash fiow could be attributed, in part,
to the level of fuel and purchased power and other “trackers” that utiliies are utilizing to recover their costs,
which generally do not have a margin component.

it should be noted that the charts below depict the average revenues and cash flows for a broad base of
comparable companies, which are listed in Appendix A.
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Charf C:

Operating company average historical revenues
and cash flow from operations
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Appendix A, Figures in U.S. § millions.

Chart D:

Holding company average historical revenues
and cash flow from operations

Average includes 56 vertically integrated electric utilities. For a list of the utilities included in the average, please refer to
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Average includes 43 utility parent holding companies. For a list of the utilities included In the average, please refer fo

We believe regulation is, by definition, political. As a result, there are occasions when the relationship between
a utility and its regulators (or legislators) becomes strained. In some instances, this strain can lead to financial
‘distress. Over the past few years, we have observed the interaction in Maryland and lllinois {(which was
primarily legislatively sponsored) with concern. More recently, we have been monitoring the developments in
Ohio, Arizona, Pennsylvania and New Mexico. Prospectively, we remain cautious regarding the potential

developments in Texas and the New England and Mid-Atlantic regions. States in these regions {excluding
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Vermont) have all ekperienced a substantial markét restructuring in an attempt io introduce competition into |
the sector, which leads us to conclude that these states also have a higher rigk of additional restructuring.

However, over the longer-term horizon, we observe that often, the strain in the relationship is usually replaced
with a general level of support that underlies our raling assessments. California, for example, is now
considered reasonably constructive in its approach to regulation and Ohio continues to work in a broad
collaborative manner to address its infrastructure needs within the scope of its regulatory environment. More
recently, it appears that Pennsylvania has taken steps to resolve its issues in a relatively constructive manner.

This view is not meant to understate the financial stress that can be created when the relationship between a
utility and its regulators / legislators becomes strained, Often, a strained environment may take several years
to fully work out. As a result, we continue to view those states and regions, such as the southeastern region in
the U.S., more positively (from an overall credit supportiveness of the regulatory environment) than other
states or regions that have experimented with significant market restructuring.

In summary, we incorporate a view that regulators and legislators are aware of the infrastructure investment
needs for the sector, the desire to address increasingly stringent environmental mandates and the generally
rising operating cost structure. We also incorporate a view that regulators and legislators would prefer to have
financially strong utilities providing their service, in part to attract businesses to their local economies. In the
table below, we show a sampling of the more recent regulatory decisions, all of which included double-digit
rate increases and an authorized return on equity over 10%. A few examples of pending rate cases are given,
as well. -

Table 4: Selected examples of recent regulatory support

Pkt gremdh

. State  Company - Decision Date  Revenue Result Allowed ROE
ID Avista Corp. 9/30/2008 12.0% Increase 10.20%
i Commonwealth Edison 9/10/2008 15.1% Increase 10,30%
wv Appalachian Power 6/27/2008 11.4% Increase 10.50%

Requested Previous Case
State  Company Revenue ROE Revenue Qutcome  ROE Date
NY - ConEd ~ 11.3% Increase 10.00% 4,7% Increase 9.10% 3/25/2008
KS Kansas G&E 14.9% Increase 10.95% 3.5% Decrease 10.00%  12/28/2005
KS  Westar Energy 15.0% Increase 10.95% 4.6% Increase  10.00%  12/28/2005
ND No. States Power - MN  12.2% Increase 10.75% 3.1% Increase 11.00%  12/15/1992
WA PacifiCorp 14.6% Increase 10.75% 6.3% Increase 10,206  6/21/2007
AZ Tucson Electric 23.0% Increase 10.75% 1.1% Increase 10.67%  3/29/1996
MO Union Electric 11.7% Increase 10.90% 2.0% Increase 10,206  5/22/2007

Source: Regulatory Research Associates

Financial profile stable, with modest downtrend in some metrics

Over the past few years, many of our key financial credit metrics have exhibited some reasonable stability,
although we remain concerned over the longer-term implications for several modestly declining trends, most
notably the ratios associated with cash flows and capital expenditures. Although these modest declines for the
sector have our attention, we do not incorporate a view that the declines are sufficient enough to warrant a
. change to the sector's stable fundamental industry outlook at this time.
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As depicted in the charts below, we evaluated the average ratios of retained cash flow to capital expenditures
and cash flow from operations before any changes in working capital to total adjusted debt. These ratios
reflect the substantial increases in the sector's capital investment plans, the incremental debt that the sector
has issued to primarily finance those investments and the relative stability of annual cash flows.

Chart E:
Average historical retained cash flow to capital expenditures

Operating Companies
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Source: Moody's.

Average Includes 56 vertically integrated electric utilities. For a list of the utilities included in the average, please refer to
Appendix A.

Chart F:

Average historical cash flow (adjusted for changes in working capital)
to total adjusted debt

Operating Companies
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Source: Moady's.

Average includes 56 vertically Integrated eleclric utllities. For a list of the utilities included in the average, please refer to
Appendix A.
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Prospective financial profile remains investment grade

We incorporate a view that the sector should be reasonably well protected from the effects associated with a
protracted recessionary environment and maintain its investment-grade ratings category. Unlike customers for
many other capital-intensive industrial sectors, utility consumers may be less likely to shamply reduce their
usage, beyond some modest level of conservation. They should still use an average amount of electricity. In
contrast, a consumer can defer or decide against purchasing new equipment, automobiles or software.

In an effort to demonstrate the strong resiliency that utilities exhibit over a longer-term herizon, Moody's
created a hypothetical, vertically integrated electric utility, which we will refer to as “RegCo.” RegCo is an
average of the 56 vertically integrated utility companies that are listed in Appendix A, and has produced, on
average, roughly $3 billion in revenue and $575 miliion in cash flow from operations over the past few years.
RegCo has approximately $6 billion of property, plant and equipment (net of accumulated depreciation), total
assets of roughly $8.5 billion and approximately $2.8 billion of debt.

Moody’s evaluated the average historical financial statements for RegCo between 2002 and the 12 months
ended June 2008. Based on these historical financials, we made a series of assumptions, including
assumptions regarding volume growth, rate increases, cost increases and dividend policy, in an attempt to
generate a “base-case” view as to how RegCo might perform over the next five years (2009 ~ 2013). A list of
our assumptions is included in Appendix B.

It should be noted that RegCo's base-case financial projections, which are premised on the historical averages
for 56 vertically integrated electric utilities, do NOT completely represent our views regarding the likely
performance for our individual, rated utility companies, Instead, this exercise should be viewed as an
iliustrative example of what might happen, based on our simple projections.

. As depicted in the charts below, RegCo’s base-case assumptions would produce a reasonable amount of

CFO to adjusted fotal debt over our projected 5 year horizon. Although the trend iine is modestly declining over
the next few years, a credit negative, we observe that it remains comfortably above 15%, a threshold which
remains firmly within our Baa investment-grade rating category.

Chart G:

Illustrative cash flow to debt,
historical and base case projected

RegCo historical and projected CFO / Debt
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Utility financials exhibit resilience to recessionary pressures

Although our concerns associated with a protracted recessionary environment are primarily associated with
consumers reaching a tolerance point to absorb incremental rate increases, we remain confident that the

sector has the fundamental ability to adjust its corporate finance policies in order to address any potential
negative financial implications.

We observe that under many illustrative downside scenarios, RegCo should still be capable of producing
positive cash flows from operations that represent over 10% of total adjusted debt outstanding. Aithough this
ratio represents a material reduction from the longer-term average of roughly 23%, it remains unclear if that
would be sufficient to push the sector into a non-investment-grade ratings category at this time. At a minimum,
a ratio of 10% CFO to total adjusted debt would hardly be viewed as a crisis of solvency.

In the charts below, Moody’s illustrates the sector's financial resiffency through projected CFO to total adjusted
debt rafios that reflect several relatively severe downside assumptions, which are listed in Appendix B.

Should such downside scenarios materialize, there would be a significant amount of pressure on RegCo's
ratings. However, we acknowledge that one of the primary benefits a utility enjoys is its long-term capital
intensity and its reasonably stable production of cash flows. As stch, RegCo should be in a position to
address the negative impacts of a protracted recession by revising its corporate policies.

Chart H:

Tllustrative cash flow to debt, historical, base case and downside scenarios

RegCo Base Case vs. Downside Projections
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In Chart G below, we illustrate the positive benefits associated with RegCo revising some of its corporate
finance policies. in this example, which we refer to as the downside case with mitigants, we assume RegCo
reduces its planned capital expenditures by roughly 20% a year over the projection horizon and that RegCo
lowers its annual dividend payout ratio to 45% (of prior year's earings) from 65%. As evidenced in the chart
below, there is some moderation of the decline in the ratio of CFO to total adjusted debt.
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Chart I:

Ilustrative cash flow to debt, historical, basecase, downside and
downside with mitigants

RegCo Base Case vs. Downside and Downside with
Mitigants
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Conclusion

The fundamentals for the U.S. investor-owned electric utility sector remain intact. The support provided by the
regulated business activities produce a relatively stable and predictable stream of revenues, earnings and
cash flow, which, when compared to the total amount of outstanding debt, supports a strong investment-grade
rating category. The sector appears to be well insulated from the potential for a protracted recession, but it is
not immune to the potential negative consequences of continuing with business as usual.

Therefore, we belleve some proactive steps may be necessary to fortify the sector's balance sheet over the
longer-term horizen, in part due to the challenges associated with commodity fuel costs, massive infrastructure
investment needs and increasingly stringent environmental mandates. The quickest and most effective means
to accomplish a balance sheet strengthening program is a significant infusion of common equity, in our
opinion.

Aithough the overall liquidity profile for the sector appears adequate, the historical reliance on commercial
paper markets and debt financings lead us to believe that additional proactive steps to bolster liquidity are also
in order.

It remains unclear, at this time, if a reduction or downward revision to the infrastructure investment needs of
the sector is an appropriate long-term action. These infrastructure investments had been identified as .
necessary, given the age of the assets, and continued regulatory support has been incorporated into most
utilities' long-range forecasts, including an expectation that returns on capital would be reasonable. Should this
prove not to be the case, it could represent the first crack in our fundamental assumption regarding the
sector’s ratings and rating outlooks.

While a protracted recessionary environment could create some near- to intermediate-term pressures on the
sector's financial profile, we believe most companies have numerous options at their disposal to address these
pressures well in advance - actions which we assume a conservative utility management team and Board of
Directors would pursue.
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Appendix
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Senfor Unsecured Rating

| Mbdayﬁ’sdobai"*'.i‘!fras_tmﬁture"j:;

‘Parent Utility. Holding Companies = .

Senior Unsecured Rating

Alabama Power Company A2 Allegheny Energy, Inc. Bat
Appalachian Power Company Baa2 ALLETE, Inc. **Baat
Arizona Public Service Company Baa2 Alliant Energy Corporation map.2
Avista Corp. Baa3 Ameren Corporation **Baa3
Cleco Power LLC Baat American Electric Power Company Baa2
Columbus Southern Power Company A3 Black Hills Corporation Baa3
Consumers Energy Company *Baat Cleco Corporation Baa3l
Dayton Power & Light Company **A3 CMS Energy Corporation Bai
Detroit Edison Company (The) **Baatl Constellation Energy Group, inc. Baa2
Duke Energy Carolinas, LLC A3 Beminion Resources Inc. Baa2
Duke Energy Indiana, Inc. Baat DPL Inc. Baaz
Duke Energy Ohio, Inc. Baat DTE Energy Company Baa2
El Paso Electric Company Baa2 Duke Energy Corporation Baa2
Entergy Arkansas, Inc. “Baaz Edison International Baa2
Entergy Gulf States Louisiana *Baa3 Empire District Electric Company Baa2
Entergy Louisfana, LLC Baa2 Energy Future Holdings Corp. B2
Entergy Mississippi, Inc. *Baa3 Entergy Corporation Baa3
Florida Power & Light Company A1 Exelon Corporation Baal
Georgia Power Company A2 FirstEnergy Corp. Baa3
Gulf Power Company A2 FPL Group, Inc. A2
Hawaiian Electric Company, Inc, *Baatl Great Plains Energy Incorporated Baa2
ldaho Power Company Baat Hawaiian Electric Industries Baa2
Indiana Michigan Power Company Baa2 IDACORP, Inc. Baa2
Kansas City Power & Light Company A3 IPALCO Enterprises, Inc. *Bat
Kentucky Power Company Baa2 MidAmerican Energy Holdings Co. Baal
Madison Gas and Electric Company Aa3 OGE Energy Corp. Baa1
MidAmerican Energy Company A2 Pepco Holdings, Inc. Baa3
Mississippi Power Company A1 PG&E Corporation Baat
Nevada Power Company *Ba3 Pinnacle West Capital Corporation Baa3
Northern Indiana Public Service Baa2 PNM Resources, Inc. Ba2
Northern States Power Company {(MN) A3 PPL Corporation **Baa2
Northern States Power Company {WI) "A2 Progress Energy, Inc. Baa2
Ohio Power Campany A3 Public Service Enterprise Group Baa2
Oklahoma Gas & Electric Company A2 Puget Energy, Inc. **Bail
Pacific Gas & Electric Company A3 SCANA Corporation Baa1
PacifiCorp Baat Sempra Energy Baail
Portland General Electric Company Baa2 Sierra Pacific Resources “*Bat
Progress Energy Carolinas, Inc. A3 Southern Company (The) A3
Progress Energy Florida, Inc. A3 TECO Energy, Inc. Baa3
Public Service Company of Colorado Baat UniSource Energy Corporation *Bail
Public Service Campany of New Mexico Baa3 Westar Energy, Inc. Baa3
Public Service Company of Oklahoma Baa1 Wisconsin Energy Corporation A3
Puget Sound Energy, Inc. Baa3 Xcel Energy Inc. Baat
San Diego Gas & Electric Company A2

Sierra Pacific Power Company *Ba3

South Carolina Electric & Gas Co A3

Southern Catifornia Edison Company A3

Southwestern Electric Power Company Baa1

Southwestern Public Service Company Baa1l

Tampa Electric Company Baa2

Tucson Electric Power Company *Baa3

Union Electric Company *Baaz

Virginia Electric and Power Company Baal

Wisconsin Electric Power Company Al

Wisconsin Power and Light Company A2

Wisconsin Public Service Corporation Al

* Senjor Secured or First Mortgage Bond Rating

** Issuer Raling
w* Corporate Family Rating
w+* Short-Term Rating
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Appendix B
RegCo's base-case simplifying assumptions include the following:

s Cash flow from operations equal 18% of revenue in 2009, but modestly decline to 16% by 2013.
Historically, this relationship of cash flows and revenue has exhibited a steady decline from roughly 21% in
2002 to 18% in 2005, where it remains today.

= Annual rate increases are provided at a level that results in a 10% return on equity every year.

w Dividends are paid based on §5% of the prior year's net income available to common shareholders. This
results in a projected dividend payout ratio in the low-60% range, which we view as reasonable. The
dividend payout ratio in 2007 was 56%.

= Negative free cash flow is financed 80% debt / 20% equity and a 7% interest rate is applied to all
incremental debt throughout the forecast period. In the event positive free cash flow is generaled, the
- model will reduce debt and equity in the same 80% / 20% percentages.

» There are no other debt maturities assumed,

n  Volumes grow at 1% per year.

» Operations and maintenance expenses grow at 5% per year.
= Fuel and purchased power increases are assumed as follows:

-~ 5% increase in 2009
- 7.8% increase in 2010 and 2011
- 5% increase in 2012
q - 2.8% increase in 2013
Base capital expenditures are assumed as follows:

- 225% of prior year's depreciation and amortization (D&A) in 2009
- 210% of prior year's D&A in 2010
- 200% of prior year's D&A in years 2011- 2013

As a simplifying assumption, Moody's incorporates a view that all capital expenditures are immediately placed
in rate base and depreciated. This assumption avoids the creation of construction work in progress accounts
(CWIP) or other deferral accounts that can complicate our projection model. Essentially, this assumes that
regulators will be providing real time recovery on all expenditures on an annual basis,

Downside assumption adjustments to the base case:

0% annual volume growth instead of 1% in the base case

f

~ The ratio of CFQ to revenues is reduced by 300 basis points across the projection horizon.
- Annual rate increases limited to 3% per year across the projection horizon,
- The annual fuel and purchased power expense increases are cut by 50% across the projection horizon.

- Average interest expense increases by 200 basis points (to 9% from 7%} for any incremental debt
issued over the next five years
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Moody’s Related Résearch.

Covenant Quality Assessments

Oncor Electric Delivery, August 2008 (111034)

Public Service Company of New Mexico, May 2008 (109223)
PNM Resources, May 2008 (108991)

AmerenEnergy Generating Company, Aprit 2008 (108549)
Dominion Resources, February 2008 (107829)

Virginia Electric and Power Company, February 2008 (107828)

Rating Methodologies

North American Diversified Natural Gas Transmission and Distribution Companies, March 2007 (102513)
North American Natural Gas Pipelines, December 2008 (101229)

North American Regulated Gas Distribution Industry (Local Distribution Companies), October 2006
(99282)

Probability of Default Ratings and Loss Given Default Assessments for Non-Financial Speculative-Grade
Corporate Obligors in the United States and Canada, August 2006 (98771)

Rating Methodology: Global Regulated Electric Utilities, March 2005 (91730)

Industry Outlooks

US Investor Owned Electric Utilities — Six Month industry Update, July 2008 (109675)

US Electric Utility Sector, January 2008 (107004)

North American Natural Gas Transmission & Distribution: Six-Month Industry Update, July 2008 (111486)
US Coal Industry Qutiook — 2008, October 2007 (105372)

North American Natural Gas Transmission & Distribution, September 2007 (104854)

U.S. Electric Utilities, December 2006 (101304)

Special Comments

North American Midstream Energy Companies: Industry Snapshot and issuer Profiles, September 2008
(111650)

Natural Gas Pipelines Manage Risks Amid Building Boom, September 2008 (111220)
Gas Distribution Companies See Late Payments Rise, But Liquidity Holds Up, August 2008 (110376)

New Nuclear Generation Capacity: Potential Credit implications for US investor Owned Utilities, May 2008
(109162)

EU Climate Change Strategy, May 2008 (108846)
Decommissioning and Waste Costs for New Generation of Nuclear Power Structures, May 2008 (109086)
New Generating Capacity in a Carbon Constrained Environment, March 2008 (107453)

Credit Challenges Ahead For Public Power: Difficult Decisions on New Generation Capacity, November
2007 (1059387)

{continued on next page)
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Special Comments (continued)

»  New Nuclear Generation in the US: Keeping Options Open Vs Addressing An Inevitable Necessity,
October 2007 (104977)

= Storm Clouds Gathering on the Horizon for the North American Electric Utility Sector, August 2007
~ (103941) :

= Environmental Regulations Increase Capital Costs for Public Power Electric Utilities, June 2007 {1036186)

= Regulation Of Greenhouse Gases: Substantial Credit Challenges Likely Ahead For U.S. Public Power
Electric Utilities, June 2007 (103356)

w Regulatory Pressures Increase For U.S. Electric Utilities, March 2007 (102322)

= Proposed Acquisition of TXU Corp. by a Consortium of Private Equity Investors Raises Potential for a
Multi-Notch Ratings Downgrade, March 2007 (102471)

= Moody's Comments on the Credit Implications Associated with North American Utility Consolidation,
December 2006 (101392)

» Moody's Comments on the Back te Basics Strategy for the North American Electric Utility Sector,
November 2006 (100660)

w Texas Retail Eleclric Providers Face Credit Challenges, October 2005 (94787) i

»  Uncertainties Remain With Respect To The Restructuring of the Texas Electric Utility Industry, March
2004 (81796)

To access any of these reports, click on the entry above. Note that these references are current as of the dale of publication
of this report and that more recent reports may be available. All research may not be available {0 all clients.
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Corporates

Global Power Monthly Summary —
January 2010

Debt issuances in the GPG utility sector were off to a moderate start in January 2010 and
included Energy Future Holdings Corp.’s (EFH; IDR: ‘B’) issuance of $500 million of 10.0% ‘B+’
rated secured notes due 2020 and Trans-Allegheny Interstate Line Company’s (TrAILCo.: IDR:
‘BBB-") issuance of $450 million of 4.0% ‘BBB’ rated unsecured notes due 2015. Additionalty,
Energy Transfer Equity, L.P.’s (ETE) (IDR:’BB-’) deferral of its planned issuance of
$1,750 million of ‘BB’ rated senior unsecured notes is a testament that capital markets can
still be jittery, even for a sector with traditionally strong access to capital markets.

There was one rating upgrade during the month of January. The rating upgrade was for
Commonwealth Edison Company (ComEd), whose IDR was upgraded to ‘BBB-’ from ‘BB+’.
ComEd’s return to investment grade reflects the financial improvement achieved at the
company and a more settled regulatory and legislative environment in Illinois. Also, in late
January, Fitch implemented new criteria for rating preferred stock and deferrable hybrid
securities, which produced one-notch downgrades for those instruments affected.

There were five changes in Rating Outlooks or Watches (excluding financing subsidiaries), and
only one (Williams Partners L.P.) was positive. Two Florida utilities were placed on Rating
Watch Negative, including Florida Power Corp. (d/b/a Progress Energy Florida IDR; ‘A-') and
FPL Group Inc. (IDR: ‘A’) and its subsidiaries, including: Florida Power & Light Company (IDR:
‘A’), and FPL Group Capital Inc, (IDR: ‘A’). The Rating Watch Negative for these issuers was
primarily driven by lower-than-expected outcomes in their respective base rate filings with
the Florida Public Service Commission and the politicized regulatory climate.

Given Fitch’s generally stable view of the sector, rating activity is likely to remain
limited, but biased to downgrades, reflecting the declining ratio of Positive to Negative
Outlooks as depicted in the chart below.

Quarterly Upgrades and Downgrades and Ratio of Positive to Negative Outlooks,
2001-2010
(As of Jan. 31, 2010)

NN Upgrade 25598 Downgrade Positive/Negative Qutiook

(No. of Rating Actions) {Ratio of Qutlooks)
60 ' 2.0

Ratio of Positive to /\\\//\\

Negative Rating Qutlooks

Source: Fitch.

www.fitchratings.com
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Research, Special Reports, and Events

Corporates

Date Topic
1727710 Credit Update: Kern River Funding Corp. (A Subsidiary of MidAmerican Energy Holdings Co.)
1/26/10 Credit Analysis: KeySpan Corporation {And Subsidiaries Brooklyn Union Gas Company and KeySpan Gas East Corporation
1/26/10 Press Release; American Electric Power Co,
1/25/10 Press Release: ComEd Ratings; Affirms Exelon and Other Subsidiaries
1/22/10 Press Release: Hybrid Rating Changes for the U.S. Corporates Sector
1719/10 Press Release: Wittiams Partners
1/15/10 Credit Analysis: The Laclede Group, Inc. and Laclede Gas Co.
1/15/10 Credit Analysis: Columbus Southern Power Co, and Ohio Power Co. (Subsidiaries of American Electric Power Co.)
1/15/10 Press Release; Star Gas '
1/12/10 Press Release: Florida Power & Light and FPL Group
1/12/10 Press Release: Florida Power Corp.
/11710 Special Report: Global Power Monthly Summary — December 2009
115710 Credit Analysis: NiSource Inc.
1/5/10 Credit Analysis: Northern indiana Public Service Co. (Subsidiary of NiSource Inc.)
New Issuances
Rating
Amount Issue Issuer Outlcok/
Date (S Mit,) Instrument Rating Default Rating  Watch
1721710 Trans-Allegheny Interstate Line Company (TraiLCo.) 450 Senior Unsecured BBB BBB- Stable
1/20/10 Energy Transfer Equity, L.P. (ETE) 1,750 Senior Unsecured BB BB~ Stabte
17111/10 CMS Energy Corp. ' 300 Senior Unsecured BB+ BB+ Stable
1/7/10 Tucson Electric Power® 130 Senior Unsecured BB+ BB Positive
1/7/10 Energy Future Holdings Corp. 500 Secured B+ B Negative
Initial Rating
New Rating
Issuer Senior Senior Short
Defauit Secured Unsecured Term Qutlook/
. Date Rating Rating Rating Rating  Watch
1/14/10  Trans Allegheny interstate Line Company 8BB-- - BBB - Stable
Upgrades and Downgrades
New Rating Previous Rating
Issuer Senior Senior Shert- Issuer Senior Senior Short-
Default  Secured Unsecured Term Outlook/ Default Secured Unsecured Term Outlook/
Date Issuer Rating Rating Rating Rating Watch Rating Rating Rating Rating Watch
1/25/10  Commonwealth Edison Company BBB-— BBB+ BBB Fi Stable —_— BB+ BBB BBB- B
1/25/10  ComEd Financing Trust {}i° — — _— J— Stable — — — _ —
Change in Outlook and Watch _
New Rating Previous Rating
Issuer Senior Senior Short- issuer - Senior Senior Short-
Default Secured Unsecured Term Qutlook/ Default Secured Unsecured Term Outlook/
Date Issuer Rating Rating Rating Rating Watch Rating Rating Rating Rating Watch
1/19/09  Williams Partners L.P. (WPZ) BB — BB e RWP — BB _— BB —
1/19/10  Williams Partners
Finance Corporation BB —_ BB —_— RWP — BB —_ BB —_—
1712/10  Florida Power Corp. A~ A+ A F1 RWN — A~ At A Fi
1/12/10  FPL Group, inc. A — —_ — RWN — A —_— — —
1/12/10  Florida Power & Light Company A AA- A+ Fi RWN — A Al A+ F1
1/12/10  FPL Group Capital Inc. A —_ A F1 RWN - A — A F1t
1/12/10  FPL Group Capital Trust 4 — — — — RWN — — _— — —

*Deferred. °The Industrial Development Authority of the County of Pima’s (the Authority) $130 million industrial development revenue bonds {IDRBs}, 2008 series B (Tucson
‘BBB+’ as per new hybrid criteria on

Electric Power Co. [TEP] Project) due Sept. 1, 2029. “Preferred stock to ‘BB+’ from ‘BB’. “Trust preferred stock ‘A", downgraded to
Jan, 22, 2010.

Source: Fitch.
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issuer Senior Senior Short
Default Secured Unsecured Term Outlook/ Primary
Ticker Parent Name Subsidiary Name Rating Rating Rating Rating Watch Analyst
AES AES Corporation B+ BB+/RR1 BB/RR1 B Stable Lapson
JPALCO Enterprises, Inc. BBB- BBB- — — Stable Lapson
indianapolis Power & Light Company BBB- - BBB+ BBB —_ Stabte Lapson
AGL AGL Resources, Inc. A- _— A- F2 Stable Pellecchia
AGL Capital Corp, A- — A- F2 Stable Pellecchia
Atlanta Gas Light Co. A— — A _— Stable Pellecchia
AYE Allegheny Energy, inc. , A oo .. BBB- — BBB- —_— Stable Lapson
Allegheny Energy Supply Company .. BBB- BBB BBB- _ Stable Lapson
Allegheny Generating Company B8BB~ - BBB-~ — Stable Lapson
Trans-Allegheny Interstate Line Company  BBB~ - BBS — Stable Lapson
Monongahela Power Company BBR- BBB+ BBB- — Stable Lapson
Potomac Edison Company BBB- BBB+ - — Stable Lapson
West Penn Pawer Company BBB-~ BBB+ BBB~ —_— Stable Lapson
AFE Ameren Corporation BBB+ — BBB+ F2 Stable Hornick
AmerenEner gy Generating Company BBB+ — BBB+ F2 Negative Hornick
Central Illinois Light Company BBB A B8BB+ F3 Stable Hornick
Central Illinois Public Service Co. BBB- BBB+ BBB F3 Stable Hornick
CILCORP, Inc. BBB~ —_ BBB- F3 Stable Hornick |
itlinois Power Company BBB~- BBB+ BBB F3 Stable Hornick
Union Electric Co. BBB+ A A F2 Stable Hornick |
AEP American Electric Power Company BBB — BBB F2 Stable Anderson |
AEP Texas Central Company BBB A BBB+ - —_— Negative Anderson
AEP Texas North Company BBB+ A A — Stable Anderson
Appalachian Power Company BBB- e BBB S Stable Anderson
- Columbus Southern Power Company BBB+ _— A~ F2 Stable Anderson
indiana Michigan Power Company BBB- -~ B8B F2 Stable Anderson
Kentucky Power Company BB~ - BBB F2 Stable Anderson
Chio Power Company BBB S BBB+ F2 Stable Anderson
Public Service Company of Oklahoma BBB —— BBB+ o Stable Anderson
Southwestern Electric Power Company BBB - BBB+ — Negative Anderson
—_ American Transmission Company A — A+ F1 Stable Omar
ATO Atmos Energy Corporation BBB — BBB+ F2 Stable Pellecchia
AVA Avista Corporation BBB—~ BBB+ BEBB F3 Stable Smyth
Avista Capital Il — - BBR? — Stable Smyth
Black Hills Corp. BBB — BBB F2 Stable Caviness
Black Hills Power, Inc. BBB A BBB+ F2 Stable Caviness
Boardwalk Pipelines, LLC BBB —_ BBB — Stable Molica
Texas Gas Transmission, LLC BBB+ — BBB+ — Stable Molica
Brookfield Renewable Power, Inc. BBB- — BBB — Negative ~ Grabelsky
— California independent
System Operator A+ e A+ —_ Stable Anderson
CNP Centerpoint Energy inc. ' BBB- —_ BBB- F3 Stable Bonelli
Centerpoint Energy Houston Electric, LLC  BBB AL BBB+ F2 Stable Bonetti
Centerpoint Energy Resources Corp. BBB - BBB F2 Stable Bonelti
CHG Central Hudson Gas & Electric Corp A- —_ A F1 Stable Schmidt
CMS CMS Energy Corporation 8B+ 8BB~ BB+ — Stable Anderson
Consumers Energy Company BBB- BBB+ BBB S Stable Anderson
ED Consolidated Edison, Inc. BBB+ —_ BBB+ F2 Stable Lapson
Consolidated Edison Co. of New York BBB+ — A- F2 Stable Lapson
Orange and Rockiand Utilities, Inc, A —_ A F2 Negative Lapson
Rockland Electric Co. A~ —_ — — Negative Lapson
CEG Consteliation Energy Group, Inc. BBB- ren BBB- F3 Stable Lapson
Baltimore Gas and Electric Company BBB A BBB+ F2 Stable Lapson
D Dominion Resources, Inc. BBB+ — BBB+ F2 Stable Bonelli
Virginia Electric and Power BBB+ A A F2 Stable Bonelli
DPL DPL inc. A —_— A- F1 Stable Pellecchia
Dayton Power & Light Company A AA- — F1 Stable Pellecchia
DTE DTE Energy Company BBB — BBB F2 Negative Anderson
Detroit Edison Company (DECo) BBB A~ — F2 Stable Anderson

*Trust preferred stock ‘BBB-.’."Centerpoint Energy Houston Electric, LLC — General mortgage bonds rated ‘A~’. “Trust preferred stock at ‘CCC/RRé’. ‘Midwest Generation, LLC —
Senior secured notes rated ‘BB+’. “Guaranteed, non-guaranteed Senior Unsecured at *CCC/RR6.' "Guaranteed, non-gu aranteed Senjor Unsecured at ‘CCC/RR6’, TXU Gas— Defeased.
"Preferred stock ‘BB+’. 'Trust preferred stock ‘BBB+'. 'Nevada Power Company — Secured bank credit facility rated ‘BBB-', “Sierra Pacific Power Company — Senior secured bank
credit facility rated ‘BBB-'. 'Mississippi Power Company — Refer to press release dated Aug. 24, 2005. RWP - Rating Watch Positive. RWN - Rating Watch Negative, RWE — Rating Watch
Evolving. Continued on next page,
Source: Fitch.
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Issuer Senior Senior Short
Defauit Secured Unsecured Term Outlook/ Primary
Ticker Parent Name Subsidiary Name Rating Rating Rating Rating Watch Analyst
DYN Dynegy, Inc. B~ — —_— —_ Negative Molica
Dynegy Holdings, inc, B BB-~/RR1 BRR3 — Negative Molica
Dynegy Capital Trust I —-— — — — — Molica
EiX Edison Internationat BBB- — — F3 Stable Smyth
Edison Missicn Energy BB~ —_— BB B RWN Smyth
Midwest Generation, LLC BB BBB-¢ — B RWN Smyth
Mission Energy Holding Co, BB~ BB-- — — Stable Smyth
Southern California Edison Company A A+ A F1 Stabie Smyth
El Paso Corp. BB+ BBB- BB+ —_ Stable Molica
Colorado Interstate Gas Co. BBB-- e BBB-- -— Stable Molica
El Paso Exploration & Production Co, BB+ BB+ BB — Stable Molica
El Paso Natural Gas Co. BBB- — BBB~ — Stable Molica
Southern Natural Gas Co, BBB-- — BBB- — Stable Molica
Tennessee Gas Pipeline Co, BBB~ —_ BBB~ —_— Stable Molica
EDE Empire District Electric Company BBB- BBB+ BBB F2 Negative Omar
EAS Energy East Corporation BBB+ — A+ — Stable Schmidt
Berkshire Gas Company BBB+ A A- — Stable Schmidt
Central Maine Power Company BBB+ —_ A F2 Stable Schmidt
Connecticut Natural Gas BBB+ —_— A — Stable Schmidt
New York State Electric & Gas Corp BBB — BBB+ F2 Negative Schmidt
Rochester Gas and Electric Corp BBB- BBB+ BBB — Stable Schmidt
Southern Connecticut Gas BBB A~ — — Negative Schmidt
TXU Energy Future Holdings Corp. B B+RR1 BRR4* — Negative Bonelli |
Energy Future Intermediate Holding B B+RR1 Negative Bonelli v |
Company LLC |
Oncor Electric Delivery Company BBB~ BBB BBB-~ F3 Stable Bonelli
Texas Competitive Electric Holdings B BB/RR1 B/RR4' — Negative Bonelli
TXU Gas Company AAA e AAAS® — Stable Bonelli
TXU US Holdings Company B —_ CCC+/RRé — Stable Bonelli
Energy Transfer Partners, L.P. BBB- — BBB- — Stable Pellecchia
ETE Energy Transfer Equity, L.P. BB- BB — —_ Stable Pellecchia
— Enterprise GP Holdings L.P, BB~ BB — — Stable Caviness
EPD Enterprise Products Operating, LLC. BBB- — BBB- —_ Stable Caviness
— EQT Corporation BBB+ e BBB+ F2 Stable Caviness
EXC Exelon Corporation BBB+ —_— BBB+ F2 Stable Hornick
Commonwealth Edison Company BBB- BBB+ BBB F3 Stable Hornick
ComEd Financing Trust M - — — — Stable Hornick
Exelon Generation Company, LLC BBB+ — BBB+ F2 Stable Hornick
PECO Energy Company BBB+ A — F2 Stable Hornick
FE FirstEnergy Corp, BBB — BBB — Stable Anderson
Cleveland Electric illuminating Co. BB+ BBB BBB- — Stable Anderson
FirstEnergy Solutions Corp. (FES) BEB BBB+ BBB F2 Stable Anderson
Jersey Central Power & Light Co, BEB A BBB+ F2 Stable Anderson
Metropolitan Edison Company BBB-- BBB+ BBB F3 Stable Anderson
Ohic Edison Company BBB- BBB+ BBB F2 Stable Anderson
Pennsylvania Electric Company BBB- BBB+ BBB F3 Stable Anderson
Pennsylvania Power Company BBB- BBB+ BBB F3 Stabie Anderson
Toledo Edison Company BB+ BBB BBE- — Stable Anderson
FPL FPL Group, Inc. A —_— : - RWN Lapson
Florida Power and Light A AA- A+ F1 RWN Lapson
FPL Group Capital, inc. A — A F1 RWN Lapson
FPL Group Capital Trust RWN Lapson
DA IDACORP, Inc, BB8 J— _— F2 Negative Smyth
idaho Power Company BEB A~ BBB+ F2 Negative Smyth
KSE KeySpan Corporation A— e A- — Stable Schmidt
Brooklyn Union Gas Co. A — A+ S Stable Schmidt
KeySpan Gas East Corporation A— — A — Stabte Schmidt
Kl Kinder Morgan Inc. BB+ BB+ J— — Stable Pellecchia
NGPL PipeCo LLC BBB~ — BBB- — Stable Pellecchia
Kivp Kinder Morgan Energy Partners, L.P, BBB — BBB F2 Stable Pellecchia
Midcontinent Express Pipeline LLC BBB BBB F2 Stable Caviness
REX Rockies Express Pipetine LLC BBB — BBB F2 Stable Petlecchia

"Trust preferred stock ‘BBH—.’.”Centerpoi’nt Energy Houston Electric, L1.C — General mortgage bonds rated *A~’, “Trust preferred stock at ‘CCC/RRE’. Midwest Generation, LLC — Senior secured notes
rated 'BB+", *Guaranteed, non-guaranteed Senior Unsecured at ‘CCC/RR6.” ‘Guaranteed, non-guaranteed Senior Unsecured at ‘CCC/RR6'. *TXU Gas— Defeased, "Preferred stock ‘BB+*. "Trust preferred

stock ‘BBB+’. "Nevada Power Company — Secured bank credit facility rated ‘BBB-'. "Sierra Pacific Power Company — Senior secured bank credit facility rated ‘BBB-'. ‘Mississippi Power Company — Refer
to press release dated Aug. 24, 2005. RWP — Rating Watch Positive. RWN — Rating Watch Negative, RWE — Rating Watch Evolving. Continued on next page.
Source; Fitch.
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Global Power Ratings (Continued)
(As of Jan, 31, 2010)

Issuer  Senior Senior Short
Default Secured Unsecured Term Qutlecok/ Primary
Ticker Parent Name Subsidiary Name Rating Rating Rating Rating Watch Analyst
LG Laclede Group, Inc.(The) A — — — Stable Omar
Laclede Gas Company A A+ — F1 Stable Omar
— LOCAP - —_— — F1 Stable Neama
| — LOOP LLC A~ — A- F1 Stable Neama
| MDU MDU Resources Group, Inc. A- A+ A F2 Negative Caviness
| Cascade Natural Gas Corporation A- —_ A F2 Negative Caviness |
| Centennial Energy Holdings, Inc. A- — A- F2 Negative  Caviness |
MidAmerican Energy Holdings Co. BBB+ —— BBE+ F2 Stable Anderson |
MidAmerican Energy Company A~ — A F1 Stabte Anderson
MidAmerican Funding LLC, BBB+ A — — Stable Anderson
Kern River Funding Corp. A- — A- — Stable Anderson
Northern Natural Gas Co. A —_— A — Stable Anderson
PacifiCorp BBB A- BBB+ F2 Stable Anderson
MR Mirant Corporation B+ _— —_— — Stable Molica
Mirant Americas Generation, LLC B+ — B/RRS — Stable Molica
Mirant Mid-Atlantic, LLC ' B+ _— BB+RR1 — Stable Molica
Mirant North America, LLC B+ BB BB-/RR1 o Stable Molica
MGC Mountaineer Gas Company BB— - BB B Stable Omar
NFG National Fuel Gas Company A- e A- F2 Stable Pellecchia
GAS NICOR Inc. A —_ A F1 Stable Omar
Nicor Gas Company A Al A+ F1 Stable Omar
NI NiSource Inc, BBB- e BBB — Stable Pellecchia
NiSource Capital Markets, Inc. BBB-  — BBB- — Stable Pellecchia
NiSource Finance Corporation BBB-—~ — BBB-~ F3 Stable Pellecchia
Northern Indiana Public Service Co. BBB- —_ BBB — Stable Pellecchia
NU Northeast Utilities ) " BBB — BBB — Stable Schmidt
Connecticut Light and Power Co. : BBB A~ BBB+ — Stable Schmidt
Public Service Company of New Hampshire BBB BBB+ — — Stable Schmidt
Western Massachusetts Electric Co. BBRB —_ BBB+ e Stable Schmidt
NRG NRG Energy, Inc. B BB/RR1 B+/RR3 —_ RWE Molica
NWEC Northwestern Corporation BBB- BBB+ BBB F3 Stable Grabelsky
NST NSTAR A- — A F1 Stable Schmidt
NSTAR Electric Co. A+ ~— AA— F1+ Stable Schmidt
NSTAR Gas A- A — — Stable Schmidt
VLi NuStar Energy LP —_ — e — _—
NuStar Logistics, L.P. BBB- - BBB- _— Stable Caviness
NPOP (Kaneb Pipe Line Operating Partnership, L.P.} BBB- — BBB- — Stable Caviness
SRP NV £nergy Inc. BB~ — BB~ — Positive  Smyth
Nevada Power Company d/b/a NV Energy BB BBB-" BB — Positive  Smyth
Sierra Pacific Power Company d/b/a NV Energy BB B8B- — e Positive  Smyth
OGE OGE Energy Corp. A — A F1 Stable Molica
Enogex Inc. BBB s BBB — Stable Molica
Oktahoma Gas and Electric Company A —_— AA~ F1 Stable Molica
OTTR Otter Tail Corporation BBB~ — BBB- F3 Stable Lapson
Otter Tail Power BBB — BBB+ F3 Stable Lapson
PCG PG&E Corp — — i — — Smyth
Pacific Gas and Electric Company A — A F1 Stable Smyth
POM PEPCO Holdings BBB - BBB F2 Negative  Schmidt
Atlantic City Electric BBB A- BBB+ F2 Stable Schmidt
Delmarva Power & Light BBB+ A A- F2 Stable Schmidt
Potomac Electric Power Company BBB+ A A- F2 Stable Schmidt
PNW Pinnacle West Capital Corporation BBB- — BBB- F3 Negative  Smyth
Arizona Public Service Company BBB- — BBR F3 Stable Smyth
PNM PNM Resources BB . BB B Stable Smyth
Public Service Company of New Mexico 8B BBB- BB+ B Stable Smyth
Texas New Mexico Power Company BB+ —_ BBB- B Stable Smyth
PPL PPL Corporation BEB — BBB F2 Stable Hornick
PPL Capital Funding, Inc. BBB —_— BBB — Stable Hornick
PPL Electric Utilities Corporation BBB A~ — F2 Stable Hornick
PPL Energy Supply BBB J— BBB+ F2 Stable Hornick

*Trust preferred stock ‘BBB-.’."Centerpoint Energy Houston Electric, LLC — General mortgage bonds rated ‘A-". “Trust preferred stock at *CCC/RRS’, ‘Midwest Generation, LLC — Senior secured

notes rated 'BB+'. “Guaranteed, non-guaranteed Senior Unsecured at ‘CCC/RR6.’ 'Guaranteed, non-guaranteed Senior Unsecured at ‘CCC/RRE’. *TXU Gas-— Defeased. "Preferred stock *BB+'. Trust

preferred stock ‘BBB+’. 'Nevada Power Company — Secured bank credit facility rated ‘BBB-'. Sierra Pacific Power Company -— Senior secured bank credit facility rated ‘BBB—'. ‘Mississippi Power
.Corrlpalny~w Refer to press release dated Aug. 24, 2005. RWP — Rating Watch Positive. RWN ~ Rating Watch Negative. RWE — Rating Watch Evolving. Continued on next page.

Source: Fitch.
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FitchRatings _ ~ Corporates

Global Power Ratings (Continued)
(As of Jan. 31, 2010) '

Issuer Seniar Senior Short
Default Secured Unsecured Term Outlook/ Primary
Ticker Parent Name Subsidiary Name Rating Rating Rating Rating Watch Analyst
PGN Progress Energy, Inc 888 e BBB F2 Stable Bonelli
Carolina Power & Light Co. A~ A+ A F1 Stable Bonelli
Florida Power Corp, A- A+ A F1 RWN Bonelli
PEG Public Service Enterprise Group Inc BBB+ — BBB+ F2 Stable Hornick
PSEG Energy Holdings, inc. BB+ e BB Stable Hornick
PSEG Power, LLC BBB+ i BBB+ Stable Hornick
Public Service Electric and Gas Co. BBB+ A — F2 Stable Hornick
RRI Reliant Energy Inc B BB/RR1  B+/RR2 B Negative Motica
SCG SCANA Corporation BBB+ — BBB+ F2 Stable Schmidt
Public Service Company of North Carolina BBB+ — A- F2 Stable Schmidt
South Carolina Electric & Gas Co. BBB+ A A- F2 Stable Schmidt
South Carotina Fuel Company — e — F2 Schmidt
SRE Sempra Energy A e A F1 Stable Smyth
San Diego Gas & Electric Company A+ AA AA-—- Fi+ Stable Smyth
Southern California Gas Company A+ AA AA~ Fi+ Stable Smyth
Pacific Enterprises ' A —_ _ —— Stable Smyth
SO Southern Company A —_ A F1 Stable Bonelli
Alabama Power Company A - A+ F1 Stable Banelli
Georgia Power Company : A —_— A+ F1 Negative Bonelli
Gutf Power Company A- A+ A F1 Stable Bonelli
Mississippi Power Company A+ AAA) AA—~ Ft+ Stable Bonelli
Southern Company Capital Funding A — A — Stable Bonetli
Southern Power Company BBB+ —_— BBB+ F2 Stable Bonelli
SUG Southern Union Company BBB-~ BBB BBR- — Stable Caviness
Panhandle Eastern Pipeline Co. BBB- B BBB- —_— Stable Caviness
SWX Southwest Gas Corporation BBB — BBB F2 Stable Molica
— Southwest Power Pool A A+ A F1 Stable Smyth
SE Spectra Energy Corp. — — —_ — — —
DPM DCP Midstream LLC BBB — 8BB F2 Stable Caviness
Spectra Energy Capitat, LLC. 8BB — BBB - F2 Stable Caviness
Texas Eastern Transmission, LP BBB+ —_— BBB+ —_— Stable Caviness
SGU/SGH  Star Gas Partners L.P, B — BB~/RR2 —_ Stable Neama
TE TECO Energy, Inc. BBB- —_ BBB- . Stable Bonelli
Tampa Electric Company BBB J— BBB+ F2 Stable Bonelli
TECO Finance, Inc. BBB- — BBB-- — Stable Bonelli
TPP TEPPCQ Partners L.P. BBB— —_— BBB- — Stable Caviness
— Tucson Electric Power Company 88 BBB- BB+ B Positive Smyth
UGH UGl Corp. - - e — — Molica
UGIU UGH Utilities, Inc. A — A - Stable Molica
APU AmeriGas Partners, L.P. BB+ - BB+ — Stable Motica
AP Eagle Finance Corp, BB+ — BB+ — Stable Molica
WR Westar Energy, inc. BBB~ BBB+ BBB F3 Stable Smyth
Kansas Gas and Electric Company BBB~ BBB+ i~ F3 Stable Smyth
WGL WGL Holdings, Inc, A+ — A+ Fi Stable Molica
' . Washington Gas Light Company A+ - Ab— F1+ Stable Molica
WMB Williams Companies, Inc. BBB- —_— BBB-~ — Stable Pellecchia
' Northwest Pipeline Corporation BBB — BBB —_ Stable Pellecchia
Transcontinental Gas Pipe Line Corp BBB — BBB — Stable Pellecchia
Williams Partners, LP BB — BB —_— RWP Pellecchia
Williams Partners Finance Corporation BB BB RWP Pellecchia
WEC Wisconsin Energy Corporation A— e A- F2 Negative Anderson
Wisconsin Electric Power Company A S—_— A+ Ft Negative Andersan
Wisconsin Energy Capital Corp. A- —_ A- — Negative Anderson
Wisconsin Gas Company, LLC A —_ A+ F1 Stable Anderson
XEL Xcel Energy Inc. BBB+ — BBB+ F2 Stable Anderson
Northern States Power Company (MN) A- A+ A F1 Stable Anderson
Northern States Power Company {Wl) A A+ A F1 Stable Anderson
Public Service Company of Colorade BBB+ A A~ F2 Stable Anderson

*Trust preferred stock ‘BBB~."."Centerpoint Energy Houston Electric, LLC — General mortgage bonds rated ‘A—", “Trust preferred stock at ‘CCC/RRé’. “Midwest Generation, LLC —
Senior secured notes rated ‘BB+', *Guaranteed, non-guaranteed Senior Unsecured at ‘CCC/RR6.' ‘Guaranteed, non-gu aranteed Senior Unsecured at ‘CCC/RRG.” *TXU Gas— Defeased.
“Preferred stock ‘BB+’. Trust preferred stock ‘BBB+'. ‘Nevada Power Company — Secured bank credit facility rated ‘BBB-'. *Sierra Pacific Power Company — Senior secured bank
credit facility rated ‘BBB-', 'Mississippi Power Company — Refer to press release dated Aug. 24, 2005. RWP — Rating Watch Positive. RWN — Rating Watch Negative. RWE — Rating Watch
Evolving. :

Source: Fitch,
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Historical Distribution of Ratings Outlooks
(As of Jan. 31, 2010)

¥ Stable E2Positive M Negative

{No. of Rating Actions}
100

90
80
70
60
50
40 -
30
20

10

0- ’ ' '
1/04 7/04 1705 7/05 1/06 7/06 1707 7/07 1/08 7/08 1/09 7/09 1710

Source: Fitch.

Ratings Distribution of Corporate Parents
(As of Jan, 31, 2010)
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Ratings Distribution of Corporate Subsidiaries
(As of Jan. 31, 2010)
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Criteria | Corporates | Utilities:

Analyzing the L1qu1d1ty Adequacy of U.S.
Energy Marketing and Trading Operations

The turmoil experienced in U.S. power markets in the past three years has demonstrated that energy-trading
operations are particularly vulnerable to large and sudden liquidity demands related to collateral calls. The
unusually high demand for liquidity relates to the fact that energy-trading operations tend to buy and sell large
volumes of highly volatile and illiquid energy products in the forward market that cannot be effectively cleared
through collateral-clearing platforms or exchanges. The high degree of liquidity demand has had meaningful
implications for the financial performance of many energy trading and marketing operations and, all too frequently,
destabilized their credit profiles.

To address this risk, Standard & Poor's Ratings Services is establishing new liquidity adequacy guidelines for energy
trading and marketing operations. The new guidelines focus on a company's liquidity under a stressed scenario. This
scenario incorporates a negative credit event (such as a downgrade to below investment grade) that coincides with
an adverse movement in commodity prices. Standard & Poor's believes that investment-grade companies should
maintain enough liquidity to address a scenario in which there is a crisis of confidence in the company's financial
condition and, at the same time, a 30% adverse movement in power and oil/gas prices. A shortfall from this
guideline is just one factor in the overall ratings analysis. However, the degree and magnitude of such a shortfall
could have negative ratings implications.

The stress tests and liquidity guidelines outlined in this article are not intended to reflect the full complexity of
market dynamics at the time a credit or market event occurs. Nevertheless, Standard & Poor's believes it is
appropriate to formulate benchmark measures and establish minimum guidelines to enhance analytics and expedite
comparisons. To the extent that a company's trading portfolio has its own set of characteristics and liquidity
requirements, that will need to be specifically addressed.

Standard & Poor's Introduces Liquidity Survey

In the coming weeks, Standard & Poor's will initiate a quarterly survey of all investor-owned electric and gas
companies. The survey will request that companies estimate their liquidity requirements at a point in time each
month. The survey's purpose is to assess the companies' potential liquidity risk, with a particular focus on liquidity
demands on a trading and marketing operation related to collateral calls. The liquidity requirement of the trading
and marketing business will be analyzed under three stress situations. First, Standard & Poor’s will evaluate the
liquidity requirements of a trading and marketing company that faces an adverse credit event, such as a downgrade
to below investment grade. Second, Standard & Poor's will analyze the effect on liquidity needs resulting from an
adverse price movement of power and oil/gas. Third, Standard & Poor's will analyze a scenario where both cvents
occur simultaneously.

Using the survey data, Standard & Poor's will calculate two ratios, Credit Event Liquidity Adequacy (CELA) and
Market and Credit Event Liquidity Adequacy (MCELA). These ratios are designed to capture the relationship

between a company's overall liquidity and liquidity demand associated with a credit event and/or a market event.
Standard & Poor's expects that these ratios will enhance the analysis and expedite analytical comparisons among

Standard & Poor’s | RatingsDirect an the Global Cradit Portal | May 4, 2004 2
761268 | 301132288
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Operations

companies.

Standard & Poor's generally expects investment-grade companies to maintain a MCELA ratio of at least 1.0x. These
ratios, although important, do not substitute for a comprehensive consideration of the issuer's particular
circumstances. The absolute size of the cushion or shortfall of liquidity is likely to be important when compared
with their relationship to the company's entire liquidity position, such as financing needs related to working capital,
capital expenditures, upcoming debt maturities, operating cash flow shortfalls and contingent obligations.

It is important to note that it is a common misperception that a company's liquidity requirements can be estimated
from its Value-at-Risk (VaR) estimate. In fact, VaR generally holds very little predictive value for assessing liquidity
risk. Collateral calls are made on open positions and hedged positions. VaR is a function of the size of the open
positions only. Because energy companies' hedged positions often outnumber their open positions by 20 times or
more, it is unlikely that VaR would be 2 meaningful indicator of liquidity requirements.

Measuring Potential Liquidity Needs

Standard & Poor's has determined that the major drivers of liquidity demands are an adverse credit event and
market price movements. The credit event that Standard & Poor's will use for its stress scenario assumes that the
company falls below investment grade and must post collateral to cover its entire negative MTM exposure and other
liquidity calls. The market event that Standard & Poor's will use is a 30% adverse movement in power and oil/gas
prices.

The CELA and MCELA ratios are designed too measure liquidity adequacy related to these concerns:

¢ The CELA formula is: primary liquidity/(negative MTM without price stress + other liquidity calls).
¢ The MCELA formula is: primary liquidity/{negative MTM with 30% price stress + other liquidity calls).

CELA is calculated by assuming that the company would have to post enough collateral to cover its entire negative
MTM exposure. The negative MTM exposure calculation will reflect the terms of the collateral clause and
mastering netting agreements, Other potential drain on liquidity due to the lack of access to the commercial paper
market and rating triggers embedded in structured transaction will also be included in the denominator. Although
not a part of ratio calculations, Standard & Poor’s will consider the increase in working capital needs as
counterparties shorten the payable collection period against a company with a deteriorating credit profile, The

. amounts calculated are measured against a company's primary sources of liquidity, which include unrestricted cash
on hand and availability under credit facilities, although cash and letters of credit that have been posted to offset
negative MTM exposure will be added back to available liquidity.

MCELA is performed exactly as CELA above, except the current MTM position is stressed with a 30% adverse
price shock of energy commodities, e.g., power, oil, and natural gas.

Negative MTM and Collateral Exposure

Standard & Poor's focuses on a company's aggregate negative MTM contracts (or out-of-the-market contracts)
because they tend to represent a company's most significant exposure to collateral calls. The negative MTM value of
a contract is the amount of money that the company would in theory owe to its counterparty if the contract is

www.standardandpoors.com/ratingsdirect 3
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terminated at the time of the valuation. The counterparty demands collateral'to cover itself of the risk that it may
not be able to collect the amount that it is owed in the event that the company files for bankruptcy and the contract
is rejected.

A creditworthy company enjoys the benefit of not having to post collateral to cover its entire negative MTM
exposure. However, as a company's credit quality declines, it has to post more and more collateral to reduce the
negative MTM value that the counterparty is exposed to. The actual amount of collateral that must be posted varies
according to rating levels and the language of the trading agreement.

Contract terms with a hard trigger tend to have very specific collateral posting requirements at specified credit rating
levels (hard and soft trigger clauses are defined in Appendix A). When a company's rating falls below investment
grade, the company generally must post enough collateral to cover the entire value of the negative MTM exposure.

Contract terms with a soft trigger tend to be vague about collateral posting requirements. Soft trigger collateral
clauses generally require the company to provide "Adequate Assurance” (AA) in an event of a " Material Adverse
Change" (MAC). Usually the meaning of AA and MAC are left to the interpretation of the parties involved.
Standard & Poor's assumes that companies will have to post 100% of its negative MTM exposure for the purpose
of calculating liquidity adequacy ratios. However, in analyzing a company's overall liquidity picture, Standard &
Poor's will take inte account the potential for lower liquidity demand associated with collateral clauses with soft
triggers.

Effect of Netting on Negative MTM

Negative MTM exposures can be aggregated on a contract-by-contract basis, on 2 legal entity-by-legal entity basis,
or on a counterparty-by-counterparty basis (sce Appendix B for examples of aggregate negative MTM calculations).
In its calculation of liquidity adequacy ratios, Standard 8 Poor's will assume that unless the parties have a netting
agreement, negative MTM exposure will be aggregated on a contract-by-contract basis. Even though there are some
concerns regarding the enforceability of netting mechanisms in bankruptcy, Standard & Poor's believes that netting
mechanisms are an effective way for companies to reduce liquidity requirements because generally only a small
percentage of a company's counterparties will go bankrupt. However, if a company has significant counterparty
concentration or has a poor counterparty credit profile, Standard & Poor's places more emphasis on the unnetted
exposure.

Effect of Market Stress on Negative MTM

The aggregate negative MTM exposure as explained above could rise if there are adverse market price movements,
To account for such potential, Standard & Poor's measures a trading operation's aggregate negative MTM exposure
by assuming market price movements under different scenarios. Standard & Poor's tests a total of eight scenarios.
Each scenario involves a 30% change in the price of the commodity or commodities in the first 12 months and then
20% thereafter. The first four scenarios involve the increase and decrease of the power price assumption while
holding natural oil/gas price constant and vice versa (i.e., changing natural oil/gas price while holding power price
constant). The next four scenarios involve the increase and decrease of power and oil/gas prices in all possible
permutations. The highest exposure calculated from the eight scenarios is used to calculate the MCELA. As an
alternative measure, Standard & Poor's may request a company to calculate a break-even price shock that would
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measure how far market prices would have to change before it consumes all of the primary liquidity sources.

MCELA is designed to capture the potential exposure of a market event in combination with a credit event.
However, the difference between MCELA and CELA can be interpreted as the stand-alone effect of a market event,
which can occur independently of a credit event. For high-yield credits, the credit event has already occurred or is
irrelevant, and the MCELA ratios would only provide an indication of liquidity adequacy due to a 30% market
move,

Primary Liquidity and Secondary Liquidity

Standard & Poor's considers unrestricted cash on hand and unused credit facilities as primary sources of liquidity,
and they are used as the basis for calculating MCELA and CELA ratios. The following sources of liquidity are
considered to be secondary sources of liquidity:

* A company's free cash flow,
¢ Cash generated from selling inventory or receivables, and
e Uncommitted credit lines,

Secondary sources of liquidity, though less reliable, will also be incorporated as part of the liquidity analysis. Cash

held as collateral from counterparties is not considered as a source of liquidity. Parent guarantees are considered a

liquidity source if the trading and marketing operation is evaluated on a stand-alone basis. However, if the liquidity

analysis is performed companywide (i.e., as a consolidated entity), as is usually the case, intracompany arrangements
. such as parent guarantees are not a meaningful source of liquidity.

Are the Scenarios Reasonable?

Standard & Poor's believe the stress scenarios outlined are reasonable scenarios for an investment-grade company to
be able to withstand. The credit event considered assumes that the company falls below investment-grade and, as
shown in chart 1, during the past three years, about 20% to 30% of investment-grade credits in the 'BBB' category
in four related industrial sectors have fallen below investment-grade, while about 5% of 'A~' entities have fallen
below investment grade. The market event used in Standard & Poor's downside scenario is a 30% adverse
movement in power and oil/gas prices for the 12-month strip and 20% beyond this strip, Chart 2 shows that over
the past six years, the annual price change of power and gas was greater than 30% about 50% of the time. Even
when geographic diversification is considered, a price movement of 30% has not been uncornmon.
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Chart 1
Chart 1
Percentage of Fallen Angels Over 2000-2002 of Four
Related Industrial Sectors
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Chart 2
Year-to-Year Price Fluctuations
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Regarding the market event, some argue that average historical spot price variability should not be used to define

the downside scenario percentage change in power and gas prices, but rather the historical variability of the forward
price curves should be used.

Standard & Poor's agrees that optimally, historical variability of forward price curves is the most relevant. But there
are not enough darta points to determine historic volatility of the forward curve based on the very limited history of
publicly available forward price curves {only a two-year history exists). Standard & Poor's would consider using
forward price curves to define the downside scenario if provided with a richer history of forward price curves and if
Standard & Poor's determines that history would act as a good predictor of future forward price variability.

For lack of a better substitute, Standard & Poor's uses historical variability of average annual spot prices as a proxy
for historical variability of the 12-month forward strip. The perception that spot prices are highly volatile compared
with forward prices reflects the extreme volatility of spot power when measured hourly, daily, or monthly. When
averaged over an entire year, spot prices become a relatively reasonable proxy for forward price volatility as they
climinate price volatility created by time of usage within a day, weather variations from day to day, and seasonal
variations from month to month.

Appendix A: Definitions
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Hard triggers.

Hard-trigger collateral clauses generally have rating triggers that reduce the amount of uncovered negative MTM
that a company is allowed to have with its counterparty. This allowance is called a credit threshold. As the
company's rating falls, its credit threshold falls. Generally, when the company's rating falls below investment grade,
the credit threshold is set to zero, at which point the company has to post enough collateral to cover the entire
amount of its negative MTM exposure.

Negative MTM.

For each contract that a company holds, its current market value is either in-the-money, at-the-money, or
out-of-the-money. In-the-money contracts have a positive MTM value, at-the-money contracts have a flat value {no
gain or loss), and out-of-the-money contracts have a negative MTM value. The negative MTM represents a loss to
the owner and conversely a gain to the contract counterparty. Negative MTM contracts are a source of liquidity risk
to a company because the company may need to post collateral of cash or a letter of credit to its counterparty to
reduce its negative MTM with that counterparty. '

Soft triggers.

Unlike hard-trigger collateral clauses, soft-trigger collateral clauses do not establish credit thresholds that vary with
a company's credit rating. Instead, the language usually requires that when a MAC event occurs, companies are
required to post collateral that constitutes "adequate assurance". It is generally understood that a company's
deterioration to below investment grade amounts to a MAC event. In other situations, the parties to the contract, or
a court, will decide which events constitute a MAC and how much collateral is enough to provide for adequate
assurance. Because of vague language, the soft-trigger collateral clauses can easily lead to disputes.

Appendix B: Example

The table below demonstrates how aggregate negative MTM changes according to different netting arrangements:

e The total negative MTM without the effect of netting is minus $90;
« If the netting agreement allows cross-commodity netting, the negative MTM would be aggregated on a legal
entity-by-legal entity basis, for a total of minus $40; and

If netting agreement allow interaffiliate netting, the negative MTM would be aggregated ona
counterparty-by-counterparty basis, for a total of minus $30.

Aggregate Negative MTM For Company XYZ

Master trading Cumrent MTM by  Current MTM by Current MTM by
Counterparty Legal entity _agreements contract legal entity counterparty
Company A ,
CompanyA - EEl $30
USA
GiSB ($20}
$10
Company A EE ' $20
Canada
GISB {$40)
($20)
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Aggregate Negative MTM For Company XYZ (cont.)

($10)

Company B

Company B WSPP $10
USA

ISDA {$30)

($20)

{$20)

Total negative MTM by contract {no ($30)
netting)

Total negative MTM by legat entity (840)
(cross commodity netting)

Total negative MTM by counterparty ($30)
{cross affiliate netting)

MTM--Marked-to-market. EEl-Edison Elgctric Institute. GiSB--Gas Industry Standards Board, WSPP--Western System Power Pool. ISDA~International Swaps and
Derivatives Assaciation.
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. PSC DOCKET NO. 09-414/09-276T

STAFF RESPONSES TO DELMARVA POWER & LIGHT COMPANY DATA
REQUESTS TO JOHN ANTONUK AND RANDALL VICKROY

MARCH 17,2010

- 32. With respect to your testimony at page 38 lines 25-27: Explain in detail how the
separate cash management system referenced in Recommendation 5 would differ
from that which exists currently in PHI

RESPONSE:

We believe that the cash management systems in place at PHI are generally

sufficient; note that our recommendation was that such separate cash management

systems must be maintained. Separate concentration accounts should be ensured.

Please note as well our recommendation that there be affirmative commission

requirements, as opposed to merely voluntary company action, even where such
. action is at present sufficient.
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PSC DOCKET NO. 09-414/09-276T

STAFF RESPONSES TO DELMARVA POWER & LIGHT COMPANY DATA
REQUESTS TO JOHN ANTONUK AND RANDALL VICKROY

MARCH 17, 2010

33. With respect to your testimony at page 39 lines 22-24; Explain in detail how the
separate accounting books and records referenced in Recommendation 7 would
differ from that which exists currently in PHI.

RESPONSE:

We believe that the accounting systems at PHI/DPL are generally sufficient for this
recommendation; note that our recommendation was that such separate cash
management systems must be maintained.. Please note as well our recommendation
that there be affirmative commission requirements, as opposed to merely voluntary
company action, even where such action is at present sufficient.
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PSC DOCKET NO. 09-414/09-276T

STAFF RESPONSES TO DELMARVA POWER & LIGHT COMPANY DATA

REQUESTS TO JOHN ANTONUK AND RANDALL VICKROY

MARCH 17, 2010

30. Referring to your testimony at page 38 lines 22-24: With respect to the
bankruptcy-remote special purpose entity referenced in Recommendation 4, explain
in detail the following:

a. What a bankruptcy remote special purpose entity is,
b. How would it be structured,

¢. How the structure described above would serve to make the entity bankruptcy
remote

d. Where in the current PHI corporate structure would this entity reside, and
e. Who would manage this entity.
RESPONSE:

We have not undertaken an analysis of what would be required to meet the goal of
this entity while conforming to applicable law. The goal is to provide separation and
preclude a voluntary utility bankruptcy filing made at the direction of the parent. A
document provided in response to PSC-AFF-28 (“Ring Fencing a Subsidiary”, James
Penrose, S&P, October 19, 1999) expresses the goal and the basic structural elements
involved. Specific details of implementation would require PHI and DP&L to
undertake legal analysis to provide the details of entity structure and operation. Note
also that it would be appropriate to consider this approach in comparison to the other
approach (a special preferred stock class) listed as an alternative in the testimony.

The costs, complexity, and any operating consequences of each alternative need to be
evaluated in light of the degree of protection each may be expected to provide when
properly constructed. Liberty recommends that DP&L undertake an examination of
the alternatives, explain and compare them fully to the Commission, and propose an
alternative for Commission review and approval.




